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Appendix  A 

Product  Liability  Industry  Telephone 
Survey-Detailed  Tabulations 


A.  Overviev 

This  appendix  presents  detailed  tabulations  of  responses  to  the 
telephone  survey  of  manufacturers  conducted  by  the  Industry  Study  on  behalf  of 
the  Interagency  Task  Force  on  Product  Liability.   Included  in  this  appendix  are 
tabulated  responses  to  key  questions  providing  quantitative  data  on  product 
liability  insurance  premium  costs  and  claims  experience  for  each  of  the  nine 
industrial/consumer  product  categories  studied  by  the  industry  contractor.   A 
summary  set  of  tables  provides  the  same  types  of  data  for  all  firms  responding 
to  the  telephone  survey. 

B.  Table  Formats 


Data  are  presented  in  most  of  the  tables  for  the  six-year  period 
from  1971  through  1976.   The  1976  data  are  for  the  first  three  calendar  quarters 
Several  of  the  tables  provide  data  only  for  the  period  1972  through  1976. 

Each  table  presents  data  for  three  size  categories  corresponding 
to  the  total  gross  sales  of  the  firm  and  for  all  respondents.   The  three  size 
categories  presented  are: 

"Large"        $100  Million  or  over 
"Medium"       $2.5  to  $100  Million 
"Small"        Less  than  $2.5  Million 
The  size  category  is  typically  specified  in  the  first  column  of  each  table. 
The  second  column  provides  the  total  number  of  responding  firms 
in  each  size  category.   The  number  of  responses  applicable  to  the  specific 
data  presented  is  provided  for  each  year  by  size  category. 

A-1 


A  standard  format  for  displaying  the  data  and  key  related  statistics 
was  used»   In  addition  to  the  number  of  responses,  the  mean,  standard  deviation 
and  total  value  are  presented.   Where  the  data  presented  are  expressed  in 
measures  other  than  units  used  to  gather  the  survey  data,  the  basis  for  the 
measurement  is  provided  in  the  fourth  colvunn;  e.g.,  "$   in  hundreds." 

C.    Tcible  Contents 

The  first  22  tables  display  responses  and  computed  statistics  for 
all  responding  firms  in  each  product  category.   The  table  headings  and  corre- 
sponding questions  in  the  Product  Liability  Industry  Telephone  Survey  instrvunent 
are  presented  in  Table  A-1.   The  survey  instruments  used  to  conduct  the 
telephone  survey  are  displayed  in  Appendix  B. 

The  remaining  thirteen  tables  display  calculated  data  derived  from 
one  or  more  responses  to  the  survey  questionnaire.   The  table  entitled  "Ratio 
of  Specified  Products  Sales  to  Total  Gross  Sales"  was  computed  from  responses 
to  Questions  l.a.  and  l.b.  in  the  survey  instrxoment.   The  remaining  tables 
fall  into  three  categories: 

-  tables  of  normalized  values  -  data  on  premiums ,  for 
example  were  normalized  by  placing  them  on  a  cost  per 
$1,000  of  sales  basis; 

-  tables  of  indices  -  contain  data  representing  year  to 
year  changes  in,  for  example,  premiums.   It  should  be 
noted;  however,  that  the  indices  reflect  averages  of 
year  to  year  changes  for  responding  firms  and  not  average 
changes  in  the  mean  values  computed  for  all  firms. 

-  tables  of  dispositions  of  claims  -  contain  data  on  the 
calculated  number  of  dispositions  resulting  from  cases 
that  are  dropped,  those  that  are  settled  out  of  court 
and  those  that  are  adjudicated  in  court.   It  should  be 
noted,  however,  that  the  number  of  dispositions  includes 
dropped  cases,  as  well  as  settlements. 

Generally,  the  tables  are  of  two  types: 

~  tables  for  each  of  the  nine  specified  industrial/consvuner 
product  categories; 
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•r-  tables  tha,t  related  to  all  products  sold  by  the 
respondinq  fixm* 

The  former  are  identified  by  the  statement  "specified  product 
category."  The  latter  are  specifically  annotated  with  statements  such 
as  "any  product  liability  claims.'* 

The  reader *s  specific  attention  is  directed  to  two  sets  of  tables 
with  headings  of  "Estimated  Premixom  Costs  Attributable  to  Product  Liability 
Coverage"  and  "Premiums  for  Product  Liability.   Caution  must  be  exercised 
in  any  subsequent  analysis  and  interpretation  of  "Estimated  Product  Lia- 
bility Premium  Costs"  because  of  the  inability  to  validate  estimates  supplied 
by  responding  firms.   Typically,  most  Comprehen:Sive  General  Liability  (CGL) 
insurance  plans  do  not  separate  product  liability  coverages  as  part  of  total 
premiums  paid.   Information  for  "Premiums  for  Product  Liability  Coverage" 
was  derived  from  a  limited  number  of  firms  which  had  basic  primary  liability 
insurance  coverages  which  were  not  part  of  a  Comprehensive  General  Liability 
(CGL)  plan.   The  limited  number  of  respondents  provided  data  which  were  not 
representative  of  firms  across  size  or  product  categories. 

Table  A-1 

Correlation  of  Final  Tabulations 
and  Questions  of  Product  Liability 
Industry  Telephone  Survey 

Table  Telephone  Survey  Question  No. 

Company  Total  Gross  Sales  !•* 

Total  Gross  Sales  for  Specified  Product  Category  l.b. 

Total  Premiioms  for  General  Liability  Coverage  4.b, 

Estimated  Premium  Costs  Attributable  to  Product 

(fLiability  Coverage  4.c. 

Premiums  for  Product  Liability  Coverage  4.d. 

Premixoms  for  Product  Liability  Coverage  Attributable 

to  specific  Product  Category  4.e. 
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Table  A-1  (Cont'd) 


Telephone  Survey 
Table  Question  No. 

Deductible  or  Self-Insurance  Retention  Levels 
for  Primary  Product  Liability  or  CGL 
Coverage — Bodily  Injury  4.f.  Part  1 

Deductible  or  Self-Insurance  Retention  Levels 
for  Primary  Product  Liability  or  CGL 
Coverage — Combined  Single  Limit 

Limits  of  Liability-Bodily  Injury  (Primary  or  CGL) 

Limits  of  Liability-Combined  Single  Limit 
(Primary  or  CGL) 

Total  Premiiims  for  Umbrella  Coverage 

Limits  of  Liability  per  Occurrence  (Umbrella 
Coverage) 

Total  Pending  Claims  (Any  Product  Liability  Claim) 

Total  New  Claims  (Any  Pro'duct  Liability  Claim) 

Total  Damages  Sought  in  Pending  Claims  (Any 

Product  Liability  Claim)  10. d. 

Total  Damages  Sought  in  New  Claims  (Any  Product 

Liability  Claim)  10. e. 

Total  Amount  of  Out-of-Court  and/or  Adjudicated 

Settlements  (Any  Product  Liability  Claims)  10, f. 

Total  Pending  Claims  (Specified  Product  Category)  11. b. 

Total  New  Claims  (Specified  Product  Category)  11. c. 

Total  Damages  Sought  in  Pending  Claims 

(Specified  Product  Category)  11. d. 

Total  Damages  Sought  in  New  Claims  (Specified 

Product  Category)  11. e. 

Total  Amount  of  Out-of-Court  and/or  Adjudicated 

Settlements  (Specified  Product  Category)  11. f. 
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APPENDIX  B 


Product  Liability  Industry 

Telephone  Survey 

Instruments  and  Instructions 


Supporting  Statement 
DIB-9000 


The  numbered  items  which  follow  are  identical  to  those 
specified  by  0MB  Form  83-201,  Instructions  for  Requesting 
0MB  Approval  Under  the  Federal  Reports  Act,  Section  III, 
the  Supporting  Statement. 

1.   Justification 

(1)   A  V7hite  House  conference  convened  in  the  fall  of 
1975  by  the  President  recognized  the  mounting  product 
liability  crisis  confronting  A^ierican  industry  and 
commerce.   Subsequently,  administration  concern  with 
respect  to  this  problem  resulted  in  the  establishment 
of  the  Interagency  Task  Force  on  Product  Liability. 

A  preliminary  assessment  of  the  problem  was  published 
in  March  19  76.  \/     The  results  of  this  "30  day"  study 
by  the  Department  of  Commerce  revealed  substantial  gaps 
in  data  which  impeded  an  understanding  of  the  dimensions 
and  remedies  for  dealing  with  the  product  liability 
problem.   The  study  brought  into  focus  the  realization 
that  a  major  effort  had  to  be  launched  to  develop 
needed  information. 

To  help  meet  these  needs  the  Interagency  Task  Force 
has  contracted  with  the  consulting  firm  of  Gordon. 
Associates,  Inc.  to  conduct  an  Industry  Study  of  Product 
Liability.   The  objectives  of  this  study  are: 

develop  data  and  analyze  problems,  trends,  costs  and 
risk  management  arrangements  for  product  liability 
in  nine  'basic  industrial/consumer  product  categories; 

specify,  analyze  and  evaluate  the  feasibility;,  cost 
and  impacts  of  proposed  remedies  for  controlling 
product  liability; 

-   report  basic  findings  and  recommendations  to  the 

Interagency  Task  Force  for  use  in  formulating  policy 
options  for  consideration  by  the  Economic  Policy 
Board . 


1/  Department  of  Commerce,  Bureau  of  Domestic  Commerce,  Product 
Liability  Insurance:   Assessment  of  Related  Problems  and 
Issues,  March  1976. 
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The  industry  study  places  emphasis  on  the  use  of  data 
available  from  other  sources.   Principal  among  those 
sources  are  trade  association  surveys,  insurer 
closed  claim  surveys,  case  histories  resulting  from  contact 
with,  or  information  provided  by,  manufacturers  and  data 
obtained  from  various  accident  and  injury  reporting  systems, 
i.e..  State  worker's  compensation.  Federal  Consumer  Product 
Safety  Commission  and  Department  of  Transportation. 

The  Task  Force  has  determined  that  these  data  would  be  sub- 
stantially improved  by  a  survey  to  verify  the  reliability  of 
secondary  data  and  to  provide  adequate  coverage  of  the  nine 
product  categories  which  the  Commerce  study  identified  as 
those  in  which  the  product  liability  problem  is  acute.   The 
nine  product  categories  are  as  follows: 

A.  Products  with  work  place  impact: 

1.  Industrial  machinery:   metal  cutting,  metal  forming, 
woodworking  and  textile  machinery. 

2.  Industrial  grinding  wheels. 

3.  Ferrous  and  non-ferrous  metal  castings, 

4.  Industrial  chqmicals . 

B.  Products  with  consumer  impact: 

1.  Aircraft  components. 

2.  Automotive  components. 

3.  Medical  devices. 

4.  Pharmaceuticals. 

5 .  Lawn  mowers . 

The  attached  instrument,  will  be  administered  by  telephone  to 
about  350  manufacturers  of  four  industrial  and  five  consumer 
product  categories  for  the  purpose  of  providing  basic 
supplemental  data  and  information  needed  to  define  and  assess 
the  magnitude  of  the  product  liability  problem  and  the 
feasibility  of  possible  solutions. 
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(2)  Data  collected  in  this  effort  will  permit  analysis 
of  trends  in  the  number   of  claims  and  suits  made  against 
the  manufacturers  surveyed.   Trends  in  premiums,  the  extent 
of  restrictions,  limits  and  policy  cancellations  by 
underwriters,  and  risk  arrangements  and  costs  of  insurance 
and  self-insurance  for  basic,  excess  and  surplus  coverages 
for  the  nine  industrial/consumer  product  categories  will 
also  be  obtained.   The  data  will  also  be  used  to  evaluate 
the  feasibility,  cost,  and  potential  impact  of  possible 
remedies  for  controlling  product  liability  problems  in 
these  industrial  sectors. 

(3)  No  data  have  been  previously  collected  on  a  consistent 
basis  regarding  product  liability  insurance  coverage, 
claims  experience,  and  remedial  actions  for  the  nine 
industrial/consumer  product  categories  of  special  interest 
to  the  Interagency  Task  Force  evaluation.   Data  which  have 
been  collected  on  a  voluntary  basis  for  these  industries 

by  trade  associations  have  been  limited  with  respect  to 
both  coverage  and  areas  of  inquiry. 

Data  from  alternative  sources  will  be  used,  whereever  possible, 
in  the  evaluation.   However,  it  is  essential  that  the  proposed 
survey  be  undertaken  to  assure  adequate  coverage  of  all  nine 
industrial/consumer  product  categories,  to  assure  coverage  of 
small  as  well  as  large  manufacturers  within  these  product 
categories,  and  to  provide  a  consistent  basis  for  evaluation 
across  product  categories. 

2 .  *  Description  of  Survey  Plan 

(1)  Dun  and  Bradstreet  maintains  a  file  of  firms  by 
4-digit  SIC  categories.   These  can  be  grouped  into  nine 
industrial/consumer  product  categories  previously 
identified.   Detail  by  industry  and  firm  on  number  of 
employees  and  total  sales  volume,  location,  etc.  are 
available  from  this  file.   These  files  provide  a  universe 
from  which  a  sample  will  be  drawn. 

(2)  Sampling  will  be  done  on  a  stratified  basis.   Firms 
in  each  of  the  nine  industrial/consumer  product  categories 
will  be  arrayed  by  sales  volume.   A  sample  of  about  15 
firms  will  be  drawn  from  each  of  three  strata  within  each 
industry  category.   Group  1  is  composed  of  firms  having 
the  largest  sales  volume,  generally  $100  million  and  over. 
Group  3  includes  all  firms  with  annual  sales  of  less  than 
$2.5  million.   The  remaining  firms  comprise  Group  2. 
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(3)  Having  partitioned  the  universe  of  manufacturers 
into  these  groups,  firms  from  each  group  will  be  selected 
randomly  and  contacted  by  telephone.   The  purpose  of  this 
contact  is  to  solicit  the  participation  of  the  firm  in 
the  survey,  to  identify  the  individual (s)  in  the  firm  who 
will  supply  the  needed  information  and  to  advise  the 
respondent  on  the  types  of  information  that  are  to  be 
collected. 

(4)  Those  firms  which  have  expressed  a  willingness  to 
participate  will  be  sent  a  covering  letter  which  restates 
the  purpose  of  the  survey  and  includes  a  copy  of  the 
survey  form.   The  respondent  is  not  asked  to  complete 
the  form  but  merely  to  use  it  as  a  guide  for  information 
collection  and  response. 

(5)  After  a  suitable  period  the  identified  individual 
within  the  firm  will  be  contacted  by  telephone  and  asked 
to  supply  the  information  as  described  on  the  survey  form. 
Although  the  interview  is  structured  around  these  questions , 
interviewers  will  explore  some  answers  in  greater  depth 

for  the  purpose  of  clarification  or  confirmation.   In 
some  cases  additional  follow-up  calls  to  the  firm  may  bo 
required  on  the  basis  of  these  interviews. 

(6)  The  agency  statistician  who  received  and  approved 
the  statistical  aspects  of  the  survey  design  is: 

Mr.  David  Cohen 

Office  of  Business  Research  and  Analysis 

Bureau  of  Domestic  Commerce 

(7)  The  contractor  for  this  study  is  Gordon  Associates, 
Inc.   This  firm  is  responsible  for  survey  design,  data 
collection^  data  analysis  and  preparation  of  the  survey 
report.   Confidentiality  requirements  are  as  follows: 

(a)  Contractor  will  not  report  to  the  Task  Force 
any  data  relating  to  a  specific,  identifiable 
firm. 

(b)  Firms  will  be  grouped  by  characteristics 
indigenous  to  types  of  firms,  such  as  product 
category  and  sales  volume  rather  than  firm 
name. 
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(c)  Data  collected  will  be  treated  with  strictest 
confidentiality.  Names  and  telephone  numbers 
will  only  be  used  to  contact  respondents.  No 
data  will  be  reported  on  firms  by  name,  name(s) 
of  respondents,  by  site  or  by  any  other  means 
of  possible  identification. 

3 .   Tabulation  and  Publication  Plans 

(1)  The  study  will  produce  a  final  report  covering  the 
results  of  industry/consumer  product  surveys.   The  report 
will  present  basic  findings,  data,  and  methods  used  to 
conduct  the  analysis  and  evaluation  of  product  liability 
in  the  four  designated  industrial  and  five  consumer 
product  categories. 

(2)  After  completion  of  survey  editing  and  validation 
the  study  team  will  prepare  a  number  of  detailed 
tabulations  for  data  processing. 

The  tabulations  will  include: 

-  basic  descriptive  and  summary  statistical  tabulations; 

-  cross  tabulations  to  test  hypotheses  regarding  claims 
experience,  products  liability  insurance  coverage  and 
costs . 

The  tabulation  and  related  statistical  tests  for  signi- 
ficance and  strength  of  association  will  incorporate: 

number,  type  and  amount  of  claims  (aggregate  and  by 
industry /product  categories) ; 

"large"  and  "small"  firm  differences;  and 

-  ratios  of  number  and  amount  of  claims/settlements 
to  total  sales  volume  by  product  category  by; 

period  covered 

size  of  firm 

product  liability  premium. 

The  tabulations  v/ill  also  include  development  of  basic  descrip- 
tive statistics.   Means,  medians,  standard  deviations,  and 
cumulative  percentages  will  be  used  for  summarizing  interval 
and  ratio  data.   Frequencies  and  percentages  will  be  used  to 
describe  distribution  of  categorical  variables  (e.g.  suggested 
remedies) . 
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After  detailed  review  of  the  tabular  results  and  related 
statistical  findings,  the  study  team  v;ill  perfoinn  a  number 
of  additional  analyses.   These  analyses  will  parallel  those 
conducted  on  data  from  secondary  sources. 

4.  Time  Schedules  for  Data  Collection  and  Publication 

(1)  Project  Start:  September  3,  1976 
Pretest:  September  16-17,  1976 
Data  Collection:  October  6-November  5,  1976 
Data  Analysis:  October  15-November  5,  1976 
Delivery  of  Draft 

Final  Report:     November  10,  1976 
Publication  of 

Final  Report:     November  30,  1976. 

(2)  Elapsed  time  between  completion  of  data  collection 
and  issuance  of  first  published  results  is  expected  to 
be  three  weeks.   Due  to  severe  time  constraints  the 
telephone  interviews  will  be  sequenced  by  product 
category.   This  will  allow  editing  and  processing 
activities  to  begin  shortly  after  initiation  of  the 
survey  and  provide  data  for  analysis  within  one  week 
after  the  initial  interview. 

5.  Consultations  Outside  the  Agency 

(1)   The  Industry  Research  Group  has  contacted  about 
30  trade  associations  to  collect  data  and  secure 
participation  in  the  overall  Product  Liability  study. 
Of  these,  more  than  a  dozen  have  surveys  of  their 
membership  currently  in  progress  and  several  have 
provided  results  of  their  own  surveys  of  product 
liability  problems.   Trade  associations  directly 
involved  in  data  collection  or  having  completed  surveys 
include 

Machinery  and  Allied  Products  Institute-MAPI 

Machine  Tool  Builders  Association 

National  Association  of  Wholesalers-Distributors 

Industrial  Heating  Equipment  Association 

American  Textile  Machinery  Association 

National  Federation  of  Independent  Businesses 

Railways  Progress  Institute 

Risk  and  Insurance  Management  Society 

National  Paint  and  Coating  Association 

Health  Industries  Manufacturers  Association 
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American  Die  Casting  Institute 

Grinding  Wheel  Institute 

Auto  Parts  and  Accessory  Association 

General  Aviation  Manufacturers  Association 

American  Canners  Association 

Cast  Metals  Federation 

The  Society  of  the  Plastics  Industry. 

(2)  The  experience  of  the  trade  association  in  conducting 
surveys  with  similar  areas  of  inquiry  provided  substantial 
information  on  availability  of  records  and  reportability 
of  data.   These  surveys  indicate  that  both  large  and  small 
firms  are  able  to  provide  the  types  of  information 
requested.   Further  they  indicate  that  many  firms  are 
willing  to  cooperate  in  providing  such  information. 

(3)  Not  applicable. 

6 .  Estimation  of  Respondent  Reporting  Burden 

(1)  It  is  estimated  that  the  average  person-hours  for 
record  search,  data  collection,  and  interviewing  time  for 
each  firm  will  average  1.5  hours. 

(2)  The  telephone  interview  can  be  administered  in  about 
20  minutes.   The  remainder  of  the  estimated  time  is 
required  to  gather  and  compile  the  data. 

(3)  The  estimated  time  will  vary  from  approximately  2  0 
minutes  to  six  hours  depending  on  firm  size,  centralized 
record  availability,  and  claims  experienced  during  the 
period  of  interest.   Very  small  firms  (with  fewer  than 
100  employees)  generally  will  not  require  more  than  30 
minutes  to  complete  the  survey. 

7 .  Sensitive  Questions 

(1)   No  questions  of  a  sensitive  or  private  nature  are 
contained  in  the  interview  form. 
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THE  UNDER  SECRETARY  OF  COMMERCE 

Washington.  D.C.    20230 


Enclosed  with  this  letter  is  the  survey  on  product 
liability  described  to  you  by  telephone  about  two  weeks 
ago.   Thank  you  for  agreeing  to  respond  on  behalf  of 
your  company. 

The  information  that  you  provide  will  assist  the  efforts 
of  the  Interagency  Task  Force  on  Product  Liability 
appointed  in  May  19  76  by  the  Economic  Policy  Board  in  the 
White  House.   The  firm  of  Gordon  Associates  of  Washington, 
D.C.  is  conducting  this  survey  under  contract  from  the 
Department  of  Commerce.   As  was  stated  in  the  initial 
telephone  contact,  they  will  call  again  about  a  week  after 
you  receive  this  letter  to  record  your  responses  to  the 
questionnaire.   This  will  give  you  an  opportunity  to  ob- 
tain some  data  from  other  parts  of  your  organization,  if 
that  is  necessary.   Thus,  it  will  not  be  necessary  for  you 
to  complete  and  return  the  form. 

The  data  from  your  company  will  be  collated  with  the  re- 
sponses from  other  participating  firms.   It  will  then  be 
analyzed  for  indications  of  trends  in  product  liability 
claims  and  costs,  and  the  results  will  be  furnished  to  the 
Task  Force. 

A  number  of  trade  associations  have  included  similar 
questions  in  various  survey  instruments  which  you  may  have 
seen  during  the  past  year.   This  information  has  been  made 
available  to  the  Task  Force  in  summary  form  in  order  to 
maintain  the  confidentiality  of  information  provided  by 
individual  firms.   The  same  care  will  be  exercised  by  the 
contractor  when  processing  and  reporting  the  information 
you  provide. 
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One  of  the  major  items  of  information  which  cannot  be  deter- 
mined from  these  sources  is  whether  the  problems  of  rising 
claims  and  insurance  premiums  is  peculiar  to  specific  product 
lines.   The  enclosed  questionnaire  is  designed  both  to  answer 
this  question  and  to  elicit  information  in  support  of  the 
data  previously  developed  by  the  association  surveys.   Any 
material  of  a  confidential  nature  that  you  provide  in  response 
to  this  survey  should  be  so  designated  and  it  will  be  so 
treated  under  applicable  law. 

Your  cooperation  in  this  effort  is  much  appreciated. 

Sincere! 


iward  0.  Vetter 


Enclosure 
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This  report  is  authorized  by  law 
(15  U.S.C.  171  et.  seq;  15  U.S.C. 
1512  et.  seq.)   V?hile  you  are  not 
required  to  respond,  your  cooper- 
ation is  needed  to  make  the  re- 
sults of  this  survey  comprehensive, 
accurate  and  timely. 


OMB  NO.  041  S  76076 

Expires :  Apri  1   1  Q7  7 


Firm  Code; 


Firm  Name: 


Prescreening  Agenda 
Product.  Liability  Industry  Survey 

Telephone  No.  ( 


Ext. 


Respondents   Neunc ; 
Date  of  Call: 


Position: 


Product  Category: 


SIC: 


Total  1975:   Sales  Volume  (OOO's): 


Total  1975:   Employment: 


My  name  is  and  I  work  for  Gordon  Associates,  Inc.   For 

the  U.  S.  Department  of  Commerce,  we  are  conducting  a  national  study  of  product 
liability  problems  in  American  industry.   We  would  like  your  firms  help  in 
this  study.   However,  your  participation  is  voluntary.   A  report  will  be  published. 
The  report  will  not  contain  any  information  on  any  individual  firm.   The  U.  S. 
Code,  Title  18  prohibits  unauthorized  publication  of  individual  company  information. 

A.   Would  you  bo  willing  to  take  some  of  your  time  to  help  us? 

Yes         No  Referral  to  another  employee  of  the 

company, 

(If   "Yes"proceed  with  screening,  if  "No"  thank  them  and  check]   I     If 
referral,  complete  below  and  repeat  screening  process) 


Name  ; 


Position: 


Telephone  No:  ( 


) 


Ext. 


Two  types  of  information  are  particularly  important  for  our  study.   The  first 
concerns  your  firms  product  liability  insurance  coverage;  the  second,  the  product 
liability  claims  experience  of  your  firm.   To  help  establish  trends  we  would  like 
this  information  for  the  period  197  0  -  1975.   However,  information  for  a  shorter 
time  period  would  also  be  very  helpful.   For  your  convenience  we  are  sending  a 

copy  of  the  survey  directly  to  you.   We  will  call  back  on to  complete 

the  questionnaire.   Thank  you  for  your  cooperation. 


The  U.S.  Code,  Title  18  (Crimes  and  Criminal  Procedure) ,  Sections  1001 
makes  it  a  criminal  offense  to  make  a  willfully  false  statement  or  re- 
presentation to  any  department  or  agency  of  the  United  States  as  to  any 
matter  v;ithin  its  jurisdiction.   The  unauthorized  publication  or  dis- 
closure of  individual  company  information  by  Govornment  personnel  is 
prohibited  by  law,  and  such  personnel  having  access  thereto  are  subject 
to  fine  and  imprisonment  for  unauthorized  disclosure. 


FIRM  ADDRESS; 
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report  is 

authorized 
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seq.) 
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are  not 
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red 
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is 

needed  to  make  the  re-     | 

suits 

of 

this 

survey  compr 

■ehensive. 

accurate 

and  timely. 

0MB   NO.   0MB  041  S  76076 
Expires:   April  1977 


PRODUCT  LIABILITY  INDUSTRY  SURVEY 


Under  Contract  NO.  4025-6169-36244 
U.  S.  Department  of  Commerce 
Domestic  and  International  Business  Administration 
Interagency  Task  Force  on  Product  Liability 


The  U.  S.  Code,  Title  18  (Crimes  and  Criminal  Procedure),  Section   1001   makes 
it  a  criminal  offense  to  make  a  willfully  false  statement  or  representation 
to  any  department  or  agency  of  the  United  States  as  to  any  matter  within  its 
jurisdiction.   The  unauthorized  publication  or  disclosure  of  individual  com- 
pany information  by  Government  personnel  is  prohibited  by  law,  and  such 
personnel  having  access  thereto  are  subject  to  fine  and  imprisonment  for 
unauthorized  disclosure. 


GORDON   ASSOCIATES,   INC. 

B-ll 


1835  K  Street,  N.W. 

Washington,  D.C.  20006 

(202)  466-8688 


EXPLANATION 

The  attached  questionnaire  is  part  of  a  nationwide  study  of  product  liability 
insurance  coverage  and  claims  experience  for  firms  involved  in  the  manufac- 
ture of  nine  selected  industrial/consumer  product  categories.   Preliminary 
analysis  indicates  that  these  product  categories  are  among  those  in  whj.ch  a 
product  liability  problem  may  be  most  acute.   Your  voluntary  cooperation  in 
providing  the  data  requested  will  assist  the  Interagency  Task  Force  on  Product 
Liability  in  understanding  better  the  dimensions  of  the  product  liability 
problems  among  firms  engaged  in  the  manufacture  of  these  products. 

If  you  have  any  questions  please  contact  Gordon  Associates,  Inc.., 
(202)   466-8688,  (collect). 


CONFIDENTIALITY 


All  responses  will  bo  confidential .   The  contractor  will  not  report  to  the 
Task  Force  any  data  related  to  a  specific,  identifiable  firm.   Firms  will  be 
grouped  by  characteristics  indigenous  to  types  of  firms,  such  as  product 
category  and  sales  volume,  rather  than  firm  nam.e ,   Names  and  telephone 
numbers  will  be  used  only  to  contact  respondents.   No  data  will  be  reported 
on  firms  by  name,  names  of  respondents,  by  site  or  by  any  other  means  of 
possible  identification. 


INSTRUCTIONS 

Please  review  the  attached  questionnaire  at  your  earliest  convenience.   A  staff 
member  of  Gordon  Associates,  Inc.  will  contact  you  by  telephone  to  record  the 
information  requested  within  two  weeks. 

To  prepare  for  the  telephone  interview,  your  attention  is  directed  primarily 
to  Questions  4,  5,  10  and  11.   Questions  4  and  5  concern  your  firm's  prodiict 
liability  insurance  coverage;   questions  10  and  11  concern  the  product  liability 
claims  experience  of  your  firm.   To  help  establish  trends  we  would  like  this 
information  for  the  period  1971  -  1976.   However,  information  for  a  shorter 
time  period  would  also  be  very  helpful. 

In  your  review  you  will  note  that  several  of  the  questions  request  information 
concerning  sales,  insurance  coverage  and  claims  experience  for  one  of  the 
nine  industrial/consumer  product  categories  of  special  interest  in  this  study. 
The  product  category  for  your  firm  is  specified  below. 
I  


PRODUCT  CATEGORY 
Category  Standard  Industrial  Classification  (SIC) 

Medical  Devices     3693  Electromedical  and  Electrotherapeutic  Apparatus 

3841  Surgical  and  Medical  Instruments  and  Apparatus 

3842  Orthopedic,  Prosthetic  and  Surgical  Appliances  and 

Supplies 

3843  Dental  Equipment  and  Supplies 
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PRODUCT  LIABILITY  INDUSTRY  SURVEY 

1.  a.   What  were  your  firn^s  total  gross  sales  for  the  following  years? 

1971  1972        1973        1974        1975         1976  (Est.) 

$ $ $ $ $ $ 

b.   What  were  your  total  gross  sales  for  the  product  category  specified  in  the 
instruction? 

1971  1972         1973        1974         1975         1976  (Est.) 

$  $  $  $  $  $ 


2.  a.   Does  your  firm  currently  carry  product  liability  insurance? 

I   I   YES  I   I   NO 

(Skip  to  Ques.  3)  ' ' 

b.   (IF  NO)  Which  of  the  following  best  describes  why  your  firir.  does  not 
carry  product  liability  insurance? 

Too  expensive 
I  Don't  think  we  need  the  coverage 
I     Can't  obtain  coverage  at  any  cost 
J     Previous  coverage  recently  cancelled 
I     We  prefer  to  be  self-insured 

Other  (Specify __) 

3.  Which  of  the  following  types  of  product  liability  insurance  has  your  firm 
carried  during  any  of  the  past  six  years? 

I  Primary  product  liability  coverage  (Complete  Question  4) 

I  Umbrella  product  liability  coverage  (Complete  Question  5) 

4.  a.   Has  your  firm's  primary  product  liability  coverage  been  provided  as  part  of 

a  Comprehensive  General  Liability  policy  during  any  of  the  past  six  years? 


□  v,s  □ 


NO 


b.   (IF  YES  FOR  ANY  YEAR  AVAILABLE)   What  were  the  total  premiums  for  Comprehensive 
General  Liability  coverage  for  these  years? 

1971  1972         1973        1974         1975         1976 

$  $  $  $  $  $ 
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what  were  the  estimated  premium  costs  attributable  to  product  liability 
coverage  for  these  years? 

1971  1972        1973       1974        1975        1976 

$ $ $  S  $  $ 


(IP  NO  FOR  ANY  YEAR  AVAILABLE)   What  were  the  premiums  for  your  primary 
product  liability  coverage  for  those  years? 

1971  1972        1973       1974        1975        1976 

$  $  $  $  $  $ 


What  were  the  premivmis  for  product  liability  coverage  attributable  to 
the  product  category  specified  in  the  instructions  for  the  following 
years? 

1971  1972        1973       1974        1975        1976 

$ $ $  $•  $  $ 


f .   What  were  the  deductible  or  self-insurance  retention  levels  for  your 
primary  product  liability  or  CGL  coverage  for  the  following  years? 

1971          1972        1973       1974        1975        1976 
Bodily 
Injury        $ $ $ ^$ $ $ 


or 


Combined  Single 
Limit       $ 


g.   What  were  the  limits  of  liability  per  occurrence  for  the  followino  years? 
Bodily  1971  1972         1973       1974         1975       1976 

Injury        $ ^$ $ ^$ $ $ 

OR 

Combined  Single 

Limit       $  $  $  $  $  $ 


h.   Does  yjur  firms  current  primary  product  liability  or  CGL  insurance  coverage 
include  restrictions  pertaining  to: 

Coverage  of  legal  defense  costs? 
I   I  Exclusion  of  any  products? 
{  I  Exclusion  of  new  products? 

Specific  manufacturing  processes? 

I   I  Other  (Specify )? 

[ I  Not  Applicable 
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5.  a.   What  were  the  total  premiums  for  umbrella  coverage  for  the  following  years? 
1971  1972        1973       1974        1975        1976 

$ $ $ $ $ $ 

b.   What  were  the  limits  of  liability  per  occurrence  for  the  following  years? 
1971  1972        1973       1974        1975        1976 

$$$$$$ 


I 


6.  a.   Has  your  company  during  the  past  two  years  decided  to  discontinue  production 
of  any  products  because  of  product  liability  related  problems? 

I  I  YES  rn  NO  rn  don't  know 

b.  (IF  YES)   Whatwerethe  product  liability  related  problems?  (Check  all  relevant 
items) . 

Anticipated  or  actual  claims  exposure 

I   I   Cost  of  insurance 

I     Coverage  not  available 

Recommendations  made  by  insurance  loss  prevention  survey 

Other  product  liability  insurance  policy  limitations 
(Specify ) 

^J  Other  problems  (Specify ) 

c.  What  products  were  discontinued? 


7.  a.   Has  your  firm,  during  the  past  two  years  decided  to  cancel  or  postpone 

introduction  of  any  products  because  of  product  liability  related  problems? 


n  ^^s  n  N°  n 


DON'T  KNOW 


(IF  YES)   Whatwerethe  product  liability  related  problems?   (Check  all  relevant 
items)  .    ^_^ 

Anticipated  claims  exposure 

Cost  of  insurance 

I   I   Coverage  not  available 

I   I   Recommendations  made  by  insurance  loss  prevention  survey 


B-15 


7.  b.  cent. 


j J  Other  product  liability  insurance  policy  limitations 
(Specify ) 

j  j  Other  problems  (Specify ) 


c.   What  new  products  were  cancelled  or  introduction  postponed? 


Which  phases  of  your  firm's  current  product  safety  program  have  had  an 
impact  on  reducing  product  liability  claims? 


Product  Design  &   Engineering 

Product  Manufacturing  &  Quality  Control 

Container  Design  &  Engineering 

Storaae  &  Distribution 

Instructions  and/or  Warnings 

Advertising  &  Public  Education 

9.  a.   Has  your  company  been  surveyed  during  the  past  two  years  by  your  carriers' 
loss  prevention  engineers? 

I  I  YES  rn  NO  rn  don*t  know 

b.  (IF  YES)   Were  recommendations  made  regarding  manufacturing  processes? 

I  I   YES  [^   NO 

c.  How  would  you  rate  recommendations  made? 

J I  Very  helpful 

I I  Somewhat  helpful 

I  I  Of  questionable  value 


Not 
plicable 

Little  or 
No  Impact 

Some 
Impact 

significant 
Impact 

n 

1 

■  ' 

"^^ 

u 

^■~' 

H 

D 

a 

D 

D 

~ 

^^~ 

1 

u 

a 

D 

^■^ 

D 
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9.  cont. 

d.   What  type  of  recommendations  have  had  the  most  impact  in  reducing  claims? 
I     Product  redesign 
I     Improved  labeling 

I  Modification  of  manufacturing  processes 

I  I   Augmentation  of  qua]ity  control  procedures 

I  I   Other  (Specify ) 

10.  THESE  QUESTIONS  REFER  TO  ALL  PRODUCTS  YOU  MANUFACTURE: 

a.  Has  your  firm  been  involved  in  any  product  liability  claims  during  the  past 
six  years? 

I I  YES  I I  NO 

b.  (IF  YES)   What  were  the  total  number  of  claims  pending  at  the  end  of  each 
year? 

1971  1972        1973       1974        1975        1976 (to  date) 


c.   What  were  the  total  number  of  new  claims  filed  in  each  of  the  following  years? 
1971  1972         1973        1974         1975         1976 (to  date) 


d.  VThat   were  the  total  damages  sought  in  pending  clainB  at  the  end  of  each  year? 

1971          1972        1973        1974        1975        1976 (to  date) 
$ $ $ $ $ $ 

e.  What  were  the  total  amount  of  damages  sought  for  new  claims  filed  each  year? 

1971          1972        1973       1974        1975        1976 (to  date) 
$ $ $ $ $ $ 

f.  What  were  the  total  amounts  of  out-of-court  and/or  adjudicated  settlements 
paid  by  your  firm  or  your  insurance  carriers  each  year? 

1971  1972        1973       1974        1975        1976(to  date) 

$  $  $  $  $  $ 
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11.  THESE  QUESTIONS  REFER  ONLY  TO  PRODUCTS  IN  THE  SPECIFIED  CATEGORY; 

a.   Has  your  firm  been  involved  in  any  product  liability  claims  for  the  product 
category  specified  inthe  instructions  during  the  past  six  years? 


□  YES  □ 


NO 


b.   (IF  YES)  What' were  the  total  number  of  claims  for  this  product  category 
pending  at  the  end  of  each  year? 

1971  1972         1973      1974        1975        1976 (to  date) 


c.   What  were  the  total  number  of  new  claims  for  this  product  category  filed 
in  each  of  the  following  years? 

1971  1972         1973      1974        1975        1976 (to  date) 


d.  What  were  the  total  damages  sought  in  pending  claims  for  this  product 
category  at  the  end  of  each  year? 

1971  1972         1973       1974        1975        1976 (to  date) 

$ $ $ $ $ $ 

e.  What  were  the  total  amount  of  damages  sought  for  new  claims  for  this  product 
category  filed  each  year? 

1971  1972         1973       1974        1975        1976 (to  date) 

$ $ $ $ $ $ 

f.  What  were  the  total  amounts  of  out-of-court  and/or  adjudicated  settlements 
paid  by  your  firm  or  your  insurance  carriers  for  these  product  lines  each 
year? 

1971  1972         1973       1974        1975        i976(to  date) 

$  $  $  $  $        $ 


12.  a.   Does  your  firm  have  a  special  program  directed  at  reducing  product  liability 
claims  for  the  product  category  specified  in  the  instructions? 

I   I   YES  Q   NO 

b.   (IF  YES)   How  long  has  the  program  been  operational? 

I  I  1974  or  later 

I   [   Before  1974 
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12.  cont. 

c.   What  specific  actions  have  been  undertaken? 

Discontinue  product (s) 

Product  redesign 

Product  retrofit 

I I  Improved  labeling 

j  Modified  manufacturing  processes 

I I  Augmented  quality  control  procedures 

I j  Other  (Specify  ) 

13.  a.   Has  your  company  during  the  past  year  considered  any  special  programs  for 

this  product  category  to  reduce  claims? 


n  ^^2  D  NO         □ 

(IF  YES)    What  specific  actions  were  considered? 
Discontinue  product (s) 
Product  redesign 
I   I  Modify  manufacturing  processes 
j   1  Augmented  quality  control  procedures 

j  Other  (Specify  


DON'T  KNOW 


c.  Does  your  firm  have  current  plans  for  initiation  of  such  a  program? 

j   I  YES  Q  NO 

d.  (IF  NO)    What  was  the  primary  reason  for  not  implementing  these  programs? 

Added  manufacturing  or  distribution  costs 
Lack  of  available  qualified  manpower 
Adverse  market  impacts 
I   I  Other  (Specify ) 
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APPENDIX  C 

Trade  Association  Surveys 
Survey  Reports  and  Data  Suxtvmaries 


Introduction 

The  results  of  eighteen  trade  association  surveys  are  appended 
herewith.   Some  of  the  analyses  have  been  performed  by  the  trade  associations 
which  conducted  the  surveys.   For  others,  the  raw  data  was  processed  by  the 
Industry  Study  Contractor  and  used  for  the  analyses  in  the  body  of  this  report. 
Most  of  the  data  summaries  of  these  surveys  were  prepared  by  analysts  at  the 
U.  S.  Department  of  Commerce. 

Depending  on  the  particular  interests  or  problems  of  the  trade 
associations  and  the  extent  of  previous  survey  activity  among  their  con- 
stituents, many  of  the  trade  associations  pursued  lines  of  inquiry  of  their 
own  after  gathering  the  basic  information:   The  respondents'  background  in 
terms  of  size,  type  of  business  and/or  product  category;  insurance  coverage, 
types,  costs,  deductibles  or  exclusions;  and  coverage  changes  and  claims 
experience  nature  and  the  basic  topics  presented  in  the  surveys  are 
outlined  in  the  following  chart. 
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Survey : 


American  Die 
Casting  Institute 

American  Textile 
Machinery  Assoc. 

American  Textile 
Manufacturers  Insti- 
tute 


Trade  Association  Surveys; 
Topics  Covered 

Basic  Data 


Type  of     Size  of     Coverage  Insurance 

Business    Firms       and  Costs  Changes 

Responding   of  Insur-  in  past 

ance  5-6  years 


2  yr. 


C] aims 
ExjJoricnce 
in  past 
5-6  years 


2  yr . 


Automotive  Parts  s 
Acces£;ories  Assoc. 


percentage   general 
increase      trend 


California  Grain's 
Feed  Association 

Cast  Metals  Feder- 
ation 

General  Aviation 
Manufacturers  Assoc. 

Grinding  Wheel 
Institute 


no 


general 
ranges 


trends 


narrative 
summary 


one  firm 
example 


trends 


one  firm 
example 


trends 


Health  Industry 
Manufacturers  Assoc. 

Industrial  Heating 
Equipment  Assoc. 

Machinery  &  Allied 
Products  Institute 


no 


summary 


no 


no 


no 


National  Machine  Tool 
Builders  Association 


Risk  &  Insurance 
Management  Society 

Railway  Progress 
Institute 

Recreation  Vehicle 
Industry  Association 


no 
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Basic  Data 


Survey: 


Type  of 
Business 


Size  of 

Firms 

Responding 


Coverage 
and  Costs 
of  Insur- 
ance 


Insurance 
Changes 
in  past 
5-6  years 


Claims 
Experience 
in  past 
5-6  years 


Society  of  the 
Plastics  Industry 

Water  &  Wastewater 
Equipment  Manufac- 
turers Association 

Woodworking  Machinery 
Distributor ' s 
Association 


no 


I 


Woodworking  Machinery 

Manufacturers  of         '  x  x  x 

America 

Other  Lines  of  Inquiry 

Claims/suits  outcomes,  in  and  out-of-court,  and  relative  costs: 

American  Textile  Machinery  Association 

American  Textile  Manufacturers  Institute 

Cast  Metals  Federation 

Grinding  Wheel  Institute 

Industrial  Heating  Equipment  Association 

Machinery  and  Allied  Products  Institute 

National  Machine  Tool  Builders  Association 

Risk  and  Insurance  Management  Society 

Society  of  the  Plastics  Industry 

Water  and  Wastewater  Equipment  Manufacturers  Association 

Woodworking  Machinery  Manufacturers  of  America 

Comment  on  nature  of  problem  and  its  impacts: 

Automotive  Parts  &  Accessories  Association 

General  Aviation  Manufacturers  Association 

Machinery  and  Allied  Products  Institute 

National  Machine  Tool  Builders  Association  (accident  analysis) 

Risk  &  Insurance  Management  Society 

Recreation  Vehicle  Industry  Association 

Woodworking  Machinery  Manufacturers  of  America 

Comment  or  data  on  preventive  programs: 

General  Aviation  Manufacturers  Association 
Machinery  &  Allied  Products  Institute 
Risk  &  Insurance  Management  Society 

Remedies  Assessment: 

Automotive  Parts  S  Accessories  Association 
General  Aviation  Manufacturers  Association 
Machinery  and  Allied  Products  Institute 
Risk  s  Insurance  Management  Society 
Recreation  Vehicle  Industry  Association 
Woodworking  Machinery  Manufacturers  of  America 
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AMERICAN  DIE  CASTING  INSTITUTE 
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American  Die  Casting  Institute 

The  institute  membership  is  of  two  types,  regular  members 
who  are  directly  involved  in  various  metal  casting  specialties,  and 
affiliate  members  which  deal  in  related  products.   There  were 
54  responses  to  the  survey  of  which  52  answered  one  or  more  ques- 
tions.  Eight  of  these  were  from  affiliate  members.   One  firm 
returned  the  form  but  declined  to  respond  on  the  advice  of  the 
parent  firm's  counsel;  many  of  the  firms  were  not  able  to  separate 
the  information  requested  from  their  parent  firm's  aggregated  data. 
One  respondent  was  located  in  Canada,  thus  falling  outside  the 
universe  of  the  study. 

The  questionnaire  was  designed  to  address  the  experience  of 
the  members  and  affiliates  in  matters  of  insurance  coverage,  types 
and  costs,  and  claims  experience.  The  period  covered  was  the  years 
1970  through  1975.   Responses  are  summarized  as  follows: 

Total  company  sales : 


Under  $5  million 
$5  -  $50  million 
$50-$100  million 
Over  $100  million 

Does  your  firm  currently  carry  product  liability  insurance? 

Yes  42      No   10 

If  no,  which  of  the  following  best  describes  why  not? 

Too  expensive  2 

Don't  think  we  need  the  coverage  4 
Can't  obtain  coverage  at  any  cost 

Previous  coverage  cancelled  1 

Prefer  self-insurance  1 

New  company  looking  for  cover  _2 

10 
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Members 

Affiliates 

Total 

27 

4 

31 

16 

1 

17 

1 

- 

1 

- 

3 

3 

What  were  the  premiums  for  product  liability  coverage  for  1971 
through  1975? 

1971     1972     1973     1974     1975 

Number  with  coverage     14      15       19       21       26 

Average  premium       $11,132   12,671   12,400   17,762   21,887 

One  affiliate  $2,618    2,891    3,115    3,714    3,498 

(included  above) 

What  were  the  premiums  for  umbrella  coverage  for  1971  through  1975? 

N\imber  with  coverage     13      15       21       24       29 

Average  premium        $2,580    3,613    3,509    3,642    4,033 

One  affiliate  $657      746      891    1,059    1,827 

(included  above) 

No  deductibles  on  product  liability  insurance  were  reported  until 

1975,  when  five  firms  reported. 

Claims  experience: 

One  member  firm  reported  a  suit  for  $105,000  in  1971  but 
did  not  indicate  disposition.   Two  firms  reported  a  claim  in  1972, 
one  of  which  was  dropped  and  the  other  settled  out  of  court.   The 
latter  was  for  $1.5  million  and  was  settled  for  $47,000.   One  had 
a  claim  in  1974  for  $10,000  with  no  action  indicated. 

The  experience  of  two  of  the  affiliates,  however,  was  quite 
different.   They  both  reported  multiple  claims.   One  stated  that 
they  always  settled  and  retained  no  data.   The  other,  which  furnished 
no  claims  data  is  the  one  with  the  extremely  high  premiums.  (Note  that 
these  firms  are  in  the  large  size  category.) 
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AMERICAN  TEXTILE  MACHINERY 
ASSOCIATION 
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AMERICAN  TEXTILE  MACHINERY  ASSOCIATION 
PRODUCT  LIABILITY  SURVEY 

I .  GENERAL 

Total  Replies  49 

No  input  3 

Replies  by  Sales  Volume: 

Under  $2  million  20 

Under  $5  million  11 

Over  $5  million 

to  $10  million  4 

Over  $10  million 

to  $50  million  8 

Over  $50  million  3 

II.  P/L  INSURANCE 

A.  Number  of  Companies 

with  P/L  Insurance         44 

No  P/L  Insurance  2  (voluntarily) 

B.  Total  Annual  Cost 

1.  Under  $2  million 

1976  $39,042      (14   companies) 

1975  $18,900      (14   companies) 

1974  $12,030      (14  cotrpanies) 

2.  Under   $5  million 

1976  $228,104      (11  companies) 

1975  $   36,877      (   9  companies) 

1974  $    17,032      (   9  companies) 

3.  Over   $5   million 
to  $10  million 

1976  $   17,724      (3  companies) 

1975  $      6,570      (3  companies) 
1974  $      7,691      (3  companies) 

> 

(continued) 
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PRODUCT  LIABILITY  SURVEY  (cont'd.) 

4.  Over  $10  million 

to  $50  million 

1976  $963,023  (7  companies) 
1975  $549,638  (7  companies) 
1974  $491,763    (7  companies) 

5.  Over  $50  million 


1976 

$149,000 

(1 

company) 

1975 

$116,009 

(2 

companies) 

1974 

$  37,598 

(2 

companies) 

C.  Total  P/L  Insurance  Costs  to  Industry 

1976  $1,396,893  (36  companies) 
1975  $  727,994  (35  companies) 
1974   $   566,114    (35  companies) 

D.  Average  Annual  Cost  Per  Thousand  $  of  Sales 

1.  Under  $2  million 

Year     Responses     Average  Cost 

1976        12  $11.62 

1975  13  9.84 

1974  12  .83 

2.  Under  $5  million 

1976  9  6.71 

1975  7  .61 
1974         7  .45 

3.  Over  $5  million 
to  $10  million 

1976  2  1.67 

.56 
.78 


1.11 
.63 
.59 


1975        2 
1974        2 

4. 

Over  $10  million 
to  $50  million 

1976         8 
1975         8 
1974         8 

5. 

Over  $50  million 

1976 

1975         2 

1974         2 

1.37 
.54 


<^6ontinued) 
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PRODUCT  LIABILITY  SURVEY  (cont'd.) 


III. 


CLAIMS 

Year 

1976' 

1975 

1974 


Companies 

6 

10 
6 


Claims 

14 
31 
22 


Damages  Sought 

$3,443,236 
$8,776,120 
$3,532,532 


IV.   CLAIMS  SETTLED  OUT  OF  COURT 

Year  No.  Claims 


1976' 

1975 
1974 


Amount  Paid 

$  4,925 
$275,272 
$  32,440 


V.    ACTIONS  PENDING 

Year 

1976" 

1975 

1974 


No.    Companies  No.    Pending 


18 
16 
12 


Damages  Sought 

$5,682,347 
$6,327,000 
$2,470,000 


'Partial  Year 


10/15/76 
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AMERICAN  TEXTILE  MANUFACTURERS 
INSTITUTE 
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PRODUCT  LIABILITY  COVERAGE,   COSTS 
AND  CLAIMS  EXPERIENCE 


OF 


PRODUCERS  OF  TEXTILE  MILL  PRODUCTS 
1970  -  1976 


RESULTS  OF  A  SURVEY 
OF  148  TEXTILE  COMPANIES 
November,  1976 


ECONOMIC  INFORMATION  DIVISION  WASHINGTON,  D.C. 
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PRODUCT  LIABILITY  SURVEY 
TEXTILE  MILL  PRODUCTS 


PURPOSE  OF  STUDY 

This  survey,  conducted  at  the  request  of  the  Interagency 
Task  Force  on  Product  Liability,  has  been  designed  to  elicit 
quantitative  data  on  product  liability  insurance  coverage 
and  claims  experience  from  ATMI  member  companies. 

DESCRIPTION  OF  SURVEY 

The  questionnaire,  designed  by  the  Interagency  staff  and 
reproduced  in  the  Appendix,  was  submitted  to  approximately 
190, textile  companies  covering  a  wide  range  of  sizes  and  pro- 
ducts. Replies  were  received  from  148  companies  for  a  response 
rate  of  over  75  percent  of  the  original  mail  out  (Table  I). 

The  survey,  conducted  during  the  summer  of  1976,  consisted 
of  three  stages.  An  initial  complete  mailing  was  made;  after 
four  weeks  a  second  mailing  was  conducted.  A  third  request, 
to  all  companies  that  responded  to  the  first  two,  asked  for 
1976  data,  although  in  less  detail  than  in  the  first  two  stages. 
A  computer  program  allowed  ATMI  to  identify  abnormal  values 
which  were  subsequently  examined  in  extensive  telephone  callbacks 
A  number  of  errors  was  accordingly  corrected. 
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TABLE  I 
Analysis  of  Response  Rate 


Total 
Size  of  Company         Textile  Companies,  .       Companies 
(Sales  In  Million  Dollars)       in  Universe  —'       Responding  to  Survey 


Less  than  $  5  million 

5262 

14 

$5-10  million 

242 

28 

$10  -  50  million 

276 

59 

$50  -  100  million 

26 

18 

Over  $100  million 

29 

29 

5841  148 

Total 


V  As  reported  in  IRS  corporate  tax  return  analysis  for  1971.  This  was  not 
the  mail  sample  for  this  survey. 
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TABLE  II 
Incidence  of  Insurance  and  Claims 


Percent  of  Survey     ,  ,    Percent  of  Survey 
Size  of  Company     Companies  with  Insurance  1/  Companies  with  Claims  y 


Under  $5  million 

50 

0 

$5-10  million 

64 

11 

$10  -  50  million 

84 

19 

$50  -  100  million 

94 

39 

$100  million  and  over 

100 

72 

V  Includes  two  companies  that  are  self-insured. 
2/  During  1970-1975. 
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The  high  degree  of  response  enables  ATMI  to  present  a 
comprehensive  analysis  of  claims  and  insurance  for  about 
three-fourths  of  the  U.S.  textile  industry,  known  officially 
as  Standard  Industrial  Classificiation  number  22. 

INCIDENCE  OF  PROTECTION 

The  survey  indicates  that  product  liability  coverage  is 
more  prevalent  among  the  larger  companies.  Only  one-half  of 
the  smallest  size  class  is  covered,  while  all  of  the  largest 
is  protected  by  some  form  of  insurance  against  product  liability, 

It  is  a  characteristic  of  the  U.S.  textile  industry  for 
the  larger  companies  to  have  a  brand  identification  among 
consumers.  It  is  also  characteristic  for  such  companies  to 
sell  a  wide  range  of  products,  including  industrial  fabrics, 
apparel  fabrics,  home  furnishings  and  carpeting.  Some  large 
companies  also  produce  hosiery.  These  characteristics  create 
a  wide  exposure  to  liability  claims,  as  demonstrated  by  the 
percentage  of  large  companies  incurring  product  liability 
claims  in  the  early  seventies  (Table  II). 

Of  interest  is  the  fact  that  while  all  large  companies 
are  insured,  fewer  than  half  had  any  claim  in  six  years.  In 
a  separate  question,  none  of  those  companies  not  carrying 
insurance  claimed  they  could  not  obtain  coverage,  although  six 
respondents  said  it  was  "too  expensive."  Of  the  27  companies 
without  insurance,  21  felt  they  did  not  need  it. 
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TABLE  III 
Typical  Liability  Coverage  ($1000)  and  Costs  (cents) 


Size  of  Company 

1971 

1975 

%  Increase 

1975 
Range 

(1) 

(2) 

(3) 

( 

4) 

Under  $5  million 

(c) 

(P) 

300 
4.2(t 

500 
9.H 

67% 
124 

300 
2.0 

-  500 

-  83.0 

$5  -  10  million 

(c) 

(P) 

300 
9.0 

450 
6.0 

50 
-33 

100 
0.6 

-  1000 

-  34.6 

$10-50  million 

(c) 

(P) 

350 
3.2 

500 
6.3 

43 
98 

100 
0.7 

-  1500 

-  ^4.5 

$50  -  100  million 

(c) 

(P) 

500 
3.0 

500 
6.2 

0 
105 

250 
0.5 

-  2500 

-  63.0 

Over  $100  million 

(C) 
(P) 

1000 
6.3 

1000 
10.5 

0 
67 

300 
2.3 

-  6000 

-  210.0 

(C)  =  Coverage;  (P)  =  Premium  in  cents  per  $1000  of  sales,  primary  coverage  only 
Columns  (1)  and  (2)  data  are  medians  of  reported  values. 
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Most  respondents  were  able  to  report  their  product  liability 
insurance  coverage,  and  costs,  separately  from  their  general 
liability  insurance.  Some  of  these  were  estimated  by  the 
respondents.   In  our  tabulation  of  the  results,  the  amount  of 
coverage  tabulated  for  each  respondent  was  the  maximum  value 
reported  if  the  face  value  was  reported  as  a  range,  such  as 
100/300/500. 

In  a  few  cases,  it  was  not  possible  to  isolate  the  pro- 
duct liability  from  a  more  general  liability  insurance. 

Widespread  use  of  "umbrella"  coverage  was  reported,  with 
such  coverage  increasing  sharply  since  1970.  Self-insurance 
was  not  widespread  although  deductibles  (generally  small  in 
amount)  tended  to  increase  with  time.  At  least  one  company 
was  able  to  enjoy  a  sizable  insurance  cost  reduction  with  a 
large  advance  in  its  deductible. 

Insurance  premiums  increased  sharply  between  1970  and 
1975,  doubling  on  average  (Table  III).  During  1976  exceptionally 
sharp  premium  increases  were  suffered  (Table  IV). 

The  premiums  paid  for  coverage  accelerated  with  the  size 
of  company  as  a  percentage  of  sales.  A  ^ery   wide  range  of 
premium  costs  were  reported  within  each  size  class.  The  rela- 
tively small  incremental  rost  of  umbrella  coverage  may  have 
encouraged  its  wider  usage  over  time  (Table  V). 
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TABLE  IV 
1976  Premium  Increases  Were  Large 


Average  Percent  Increase 
Company  Size  in  P.  L.  Premium  in  1976 


Under  $5  million  +  85% 

$5  -  10  million  +  93% 

$10  -  50  million  +  99% 

$50  -  100  million  +  190% 

Over  $100  million  +  60% 

All  Sizes  +105% 


Data  above  are  based  on  a  resurvey  of  those  companies  reporting 
product  liability  coverage  in  1975.  Figures  represent  a  simple 
average  of  percentage  premium  increases. 

NOTE  1:  Some  companies  reported  no  increase  because  they  were 
on  a  three  year  plan.  Eliminating  these  from  the  table 
above  would  increase  the  data  shown  to  122%  for  the 
All-Size  Total. 


NOTE  2:  Based  on  verbal  comments  made  to  us,  premiums  are  headed 
for  significantly  higher  levels.  One  major  company  whose 
premium  doubled  in  1976  reports  another  tripling  in  1977. 
One  insurance  specialist  expects  his  insurance  costs  to 
rise  fifteen-fold  in  five  years. 
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lAlil.l    V 
Typical   lYciiiiuiii'.    for  lYimdry  .irul   ("or  Umbrella  Coverage 

(Doll.u',) 

Unibrc  I  l,i   I  oco   Va  lue 


Size  of  Comp.iriy 
Unflcr  1.'>  mill  ion 
$b   -    10  mi  I  I  ion 
.$10       1>()  mill  ion 
$bO   -    100  mi  I  I  ion 
Over  $100  mi  I  I  ion 


1971 

$100 
None  Re|)ort.f'd 

1975 

$300 
675 

1n  Thou'jdnds 

p 
u 

($2000) 

2b9 
250 

51H 
/1 7  5 

($1000) 

743 
500 

1686 
920 

($3750) 

1169 
911 

3H63 
300(J 

($5000) 

20616 
65/10 

2/|/|50 
10000 

($22,500) 

Dal.li   rr|)r<".<-til    iiicdi.in   v.ilut.'S. 

I  i()HK'.    in  p.Hcnl  hc'.c",   .irc   l.lic  mcdi.iti    I  .k.c   values   for  umbrella 
|>oM<  ii".    in    r)/5,    in    lliousand  ol    doil.irs. 


I'       rriiii.uy   I'fodiK  I    I  i.il)i  I  i  ly  I'ol  icies 
II       Oml.rcl  I.I   I'ol  icies 
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Comp^'jriy  Size 

Undr-r    V>  rri1ll1ori 
Vj  -    10  mi  I  I  ion 
ilO   -    '/)  tni  I  I  lori 
t^/J  -    100  ffinitori 
Oyf;r    tlOO  mil  I  ion 


TAI'J  I    71 


0 
0 

'.00 
0 
J"/jO 


(001    I    /•    I'  ',    ) 


0 

$1000 

/'/J 

'.000 

^''yOOO 
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Some  smaller  companies  participated  in  group  insurance 
coverage  with  companies  producing  other  allied  products.  It 
was  particularly  difficult  to  isolate  product  liability  coverage 
in  such  cases. 

PRODUCT  LIABILITY  CLAIMS  EXPERIENCE 

Partly  explaining  the  increase  in  typical  premiums  has 
been  the  sharp  increase  in  claims  and  average  claim  amounts. 

This  survey  requested  information  on  new  claims  and  suits, 
settlements  and  pendings.  Some  companies  had  difficulty  in 
assigning  values  to  their  claims  for  a  number  of  reasons  and 
at  least  one  respondent  allocated  his  claims  to  the  year  in 
which  the  injury  was  alleged  to  have  happened. 

In  the  survey,  the  total  amount  of  claim  values  pending 
at  the  end  of  1975  was  $97  million  which  is  a  grossly  under- 
stated amount  owing  to  the  inability  of  one  very   large  company 
to  report  its  pendings,  and  because  a  number  of  other  claims 
had  as  yet  unassigned  values. 

Of  significance  in  companies'  claims  experience  is  the 
sharp  increase  in  the  average  value  per  outstanding  year-end 
claim.  It  nearly  quadrupled  in  five  years. 

Most  of  the  claims  experience  was  felt  by  the  largest 
companies.   The  Under-$5  million  category  had  no  claims  at  all 
in  six  years.  And  the  $10-50  and  the  $50-100  million  groups  indi- 
cated an  average  of  only  one  claim  per  company  in  six  years.  At  the 
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TABLE  VII 

Claims,  Values  and  Average  Claims  Pending 

All  Companies  Reporting 

1970    1971    1972    1973    1974    1975 

A.  Total  Number  of  Claims  Pending     16     30     46     56     82  79 

B.  Aggregate  Value  $  5.1    20.6    26,3    55.4    85.4    93.3 

C.  Average  Pending  Claim  Value 

($000)  $320     687     572     989    1042    1181 


A  =  For  which  values  were  assigned. 

B  =  For  which  number  of  claims  were  reported  ($mi11ions) 

C  =  Thousand  dollars. 
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end  of  1975  92%  of  all  the  pending  suits  in  our  survey  were  in 
the  $100  million-plus  sales  category. 

Of  the  total  of  15  companies  (out  of  148)  which  showed  pend- 
ing suits,  12  were  in  the  $100  million-plus  sales  category. 
Detailed  claims  experience  data  are  shown  in  the  Appendix. 

FEW  SUITS  REACH  JUDGMENT 

A  detailed  analysis  of  the  largest  size  companies  ($100 
million  plus)  indicates  that  of  all  the  product  liability 
lawsuits  initiated  between  1970  and  1975,  a  very   small  portion 
was  settled  by  judgment. 

TABLE  VIII 
P.  L.  Lawsuit  Activity 
1971  -  1975 
(12  companies*  over  $100  million  sales) 

Percent 
Number      Distribution 

Total  New  Suits  Filed       149  100% 

Won  by  Defendants  -^  14  9 

Lost  by  Defendants  -'  12  8 

Otherwise  Disposed  of  (Est.)   47  32 

Not  Settled  (Est.)  76**         51** 

y   Some  of  these  may  relate  to  actions  prior  to  1971.  There  were 
15  pending  suits  as  1971  opened. 

*  One  major  respondent  with  new  suits  is  omitted  since  he  could 
not  provide  other  information. 
**  Assumes  that  15  claims  pending  at  end  of  1970  were  not  carried 
over  to  year-end  1975. 

As  the  table  above  shows,  just  over  half  the  suits  remained     c_24 
in  the  pending  category  at  December  31.  1975. 


OUT  OF  COURT  SETTLEMENTS 

ARE  LESS  COSTLY  THAN  ADVERSE  JUDGMENTS 


Although  the  small  number  of  adjudicated  lawsuits  prevents  cal- 
culation of  a  significant  trend  in  judgment  costs,  average  data  for 
the  1971-1975  period  suggests  that  losing  a  lawsuit  is  more  costly 
than  settling.  Although  if  we  include  cases  won,  the  average  adjudi- 
cated lawsuit  drops  below  average  settlement.  Since  legal  fees  were 
probably  excluded  in  award  values,  the  averages  shown  in  Table  IX 
understate  the  true  cost  to  the  insurer. 

TABLE  IX 

Comparison  of  Judgments  and  Settlements,   1971-1975 

(Companies  over  $100  million  sales) 

1.  Average  Value  of  Out-of-Court  Settlement  $10,996 

2.  Average  Judgment  per  case  Lost  $19,500 

3.  Average  Judgment  per  case  Adjudicated*  $  9,000 

♦Includes  cases  won  as  well   as  lost. 


1.  Based  on  203  settlements  NOTE:   These  are  settlement  averages 

for  all   cases  and  years.     Latest  year 

2.  Based  on  12  adverse  judgments         data  are  probably  significantly  higher 

although  this  survey  cannot  demonstrate 

3.  Based  on  26  total   judgments  that  trend  because  of  too  few  judgments 

in  the  survey.      For  line   (1)   however, 
the  1975  settlement  average  was   $21,800, 

Of  significance  here  is  the  large  difference  between  what 

the  settlements  and  adjudications  cost  and  the  average  value 

of  pending  claims   ($10-20,000  versus   $1   million  for  the   1971-1975 

period).     We  do  not  know  from  this  survey  the  original   claim 

amount  of  those  suits  that  were  settled  or  adjudicated. 
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The  survey  shows  that  the  average  value  sought  in  all  new 
claims  for  the  1971-1975  period  was  $725,292  (for  the  $100  and 
over  group).  The  average  value  per  pending  claim  as  1976  opened 
was  $1.2  million  for  this  group. 


TABLE  X 

Claims  and  Claim  Values 

1971  -  1975 

(21  companies  over  $100  million  sales) 


CI 

Total  New 
aims  Reported 

64 

CI 

Kn 

aims  wi 
own  Val 

th 
ues 

Aggregate 
Value 

Average 
Claim  Amount 

1971 

44 

$28.0  MM 

$636  M 

1972 

87 

61 

$36.0  MM 

$590  M 

1973 

89 

47 

$41.1  MM 

$874  M 

1974 

128 

56 

$52.5  MM 

$938  M 

1975 

84 

49 

$28.8  MM 

$588  M 

MM  = 

Millions 

M  = 

Thousands 
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AUTOMOTIVE  PARTS  AND 
ACCESSORIES  ASSOCIATION,  INC 
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6   August    1976 


AUTOMOTIVE 

PARTS  & 

ACCESSORIES 

ASSOCIATION 

INC. 


Mr.  John  Flannegan 

Interagency  Task  Force  on  Product  Liability 

Department  o£  Commerce 

Room  310  7 

14th  and  Constitution,  N.W. 

Washington,  D.C.   20230 

Dear  Mr.  Flannegan: 

It  certainly  was  a  pleasure  talking  with  you  today  about  this  indus- 
try's problems  with  product  liability  and  product  liability  insurance. 

The  Automotive  Parts  and  Accessories  Association  represents  nearly 
1100  members  engaged  in  the  manufacture,  distribution  and  retail 
sales  o£  automotive  aftermarket  products. 

Many  of  our  members  are  deeply  concerned  over  the  prohibitive  costs 
of  retaining  product  liability  insurance.   Likewise,  they  are  con- 
cerned with  the  increase  in  claims,  and  the  difficulties  in  obtaining 
adequate  coverage.   We  wish  to  cooperate  with  the  Task  Force  in  ar- 
riving at  solutions  to  these  problems. 

I  enclose  our  product  liability  questionnaire,  sent  to  all  APAA  man- 
ufacturers, distributors  and  retailers,  and  look  forward  to  discussing 
with  you  next  Friday  the  responses  we  received. 

Sincerely  yours, 

AUTiOMOTIVE  PARTS  AND  ACCESSORIES  ASSOCIATION,  INC. 


nt  Affairs  Department 


LJH:dlr 
end . 


1730  K  Street,  N.W.     Wastiington,  D.  C.  20006     202-833-3450 


OFFICERS 

President 
•MICHAEL  N.  ORREN 

Orren  Sales  Company 

Vfce-Prestdent 
•JACK  L    EDEN 

Union  Carbide  Corp. 

Vice-President 
•JOSEPH  B.  MITTELMAN 

Mittelman  Smith  Wynn,  Inc. 

Vice-President 
•STUART  SLOAN 

Schuck's  Auto  Supply  Co.,  Inc. 

Secretary 
•BERNARD  H.  FRANK 

Steel  City  Products 


Treasurer 
•BERTRAM  KAPLAN 
Kastar,  Inc. 

DIRECTORS 

FLOYD  ADELM AN 

Empire  Warehouse  Supply  Co. 

JOHN  N.  ARGOS 

Wells  Manufacturing  Corp. 

STUART  BELKIN 

Crown  Auto  Stores,  Inc. 

NORMAN  BERKE 

ROBERK  Div.  Parker 

Hannifin  Corporation 


D   J   DOVER 
Do-Ray  Lamp  Co.,  Inc. 
JOHN  GAYTON 
Dixson,  Inc. 
•VICTOR  GELB 
Woodhill  Chemical  Sales  Corp. 
O.  J.  H.  GLYNN 
Western  Auto  Supply  Co. 
JOHN  GRANT 
Grant  Bros.  Sales  Ltd, 
DALE  R.  GREEN 
Dale  R.  Green,  Inc. 
dba  Cordy  Tire 
KENNETH  J.  HERSHEY 
Maxim  Hershey  Sales  Co. 


C  W.  HIGGINS 

Montgomery  Ward  &  Company 

SHELDON  KIRSHNER 

Anes  Electronics,  Inc. 

MARVIN  KLEIN 

Mark  Fore-Vatco  Industries 

MURRAY  KLEIN 

Aid  Auto  Stores,  Inc. 

ARNOLD  KRAGEN 

Kragen  Auto  Supply,  Inc. 

(Fort  Worth.  Texas) 

ROY  McCLELLAN 

Kragen  Auto  Supply  Co. 

(San  Jose,  California) 


P.  H.  NOZNESKY 
General  Battery  Corp. 
HERBERT  L.  RECHTER 
Allied  Accessories  &  Auto  Parts  Co. 
HENRY  S.  ROSE 
Rite  Autotronics  Corp. 
DONALD  SCHLENGER 
Roth-Schlenger,  Inc. 
PHILIP  TREMBOT 
REMCO  Div.,  Moog  Automotive,  Inc. 
•JULIAN  C.  MORRIS 
Executive  Vice-President 


'Executive  Committee 
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MANUrACTURER ■ S  RHSPONSEg 

PLEASE  ANSWER  THE  FOLLOU'IMG  QUESTIONS  REGAI^DING  YOUR  COMPANY'S  PROBLEMS 
V.'ITll  PRODUCT  LIABILITY  INSURANCE.   RETURN  BY  JUNE.  4   TO  APAA. 

1.  Does  your  company  liave  a  significant  product  liability  claim  exposure? 
YES  _6i     NO   44 

2.  Do  you  consider  product  liability  insurance  important/essential? 
YES  j_02    NO  _j__ 

3.  Uow   do  product  liability  claims  againsl:  your  company  typically  occur? 
5]   Initiated  by  ]:  ircb.ascrs    tsz^ 

4   3rd  party  claims  related  to  worker's  compensation    ••''  *  :'4 " 

28   Otlier  3rd  party  claims    *  ^■-  ■■•■•  %       (Explain:  *  * " 


4.  Are  product  liability  claims  principally 

2  9  medical  injury      15  indemnity      53  property  damage 

5.  Wliat  has  been  the  trend  over  the  last  five  years  regarding 

number  of  claims?   increased  38 decreased  18   remained  tlic  same23 

size  of  claims?   increased  35      decreased  8   remained  tlie  same  26 


6.   ChecV  any  of  tJie  following  v.'jiicji  describe  the  nature  of  your  company's 
product  liability  problem. 

2 Unable  to  obtain  necessary  product  liability  insurance 

2 Policy  cancelled  or  not  renewed  at  expiration 

15   Insurance  company  lo^\•cr3ng  limits  of  protection  or  limiting 
coverage   (Give  specifics:  *  *  * 


102  Premiums  being  increased  by  large  iiicremcnts 
percentage  increase  over  last  year  ^^* 
percentage  increase  over  last  five  years  *  *  * 

***SEE  ATTACI11:D  SHEET  FOR  I'liRCENTAGES ,  COMMENTS 
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Manufacturer • s  (con ' t . ) 

2^   Insurnnce  problem  having  significant  impact  on  profits 
^^   Increased  premiums  being  passed  tlirough  in  terms  of  increased  pric 
^   Company  operating  without  product  liability  insurance 

7.  In  what  ways  do  problems  witli  product  liability  insurance  affect  your 
overall  operations?   (Manufacturers  Only) 

^  Increases  in  recalls,  safety  devices 

^^  Product  redesign 

^^  Onanges  in  advertising  claims 

^^  Restrictions  on  product  warranties  (such  as  liability  disclaimer^ j 

^^  Greater  cmpjiasis  on  production  quality  control 

•7 

_J_  Stopping  production  of  liard  hit  product  lines 

8.  Which  of  tine  following  remedies  do  you  believe  liold  the  most  promise 
for  dealing  v/ith  product  liability  and  protection? 

^__  Joint  membersliip  underwriting  for  product  liability  insurance 

°  State  product  liability  insurance 

^^  Federal  product  liability  insurance 

•*• '  "No  fault"  product  lial)ility  insurance 

16  Binding  arbitration  of  product  liability  claims 

52  Statute  of  limitations  for  product  liabiJj.ty  claims 

1  Ijicicased  benefits  for  state  v.'orlccrs  compeiisn  tion 

60  Limitations  on  recovery  for  damages 

6S  Limitation  on  attorneys'  conting,ency  fees 

5  Oilier  (Please  specify:  *** 


NAML  COMPANY 


A1)DIU;SS 


retailer    wholesaler    distributor    manufacturer 
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MAI  J  U  V  A  C  TURini'S   PERCENTAG  E  S  ,    COMMI-NTS 


3(a) 


100% 
99% 
98% 
9  5% 
90% 
70% 
50% 
30% 
10% 
5% 

001% 


32 


-  2 


3(b) 


5' 
001' 


3(c) 


100% 

95% 

90% 

85% 

70% 

60% 

50% 

30% 

10% 

7% 

5% 

2% 


3(c)  Comments - 

user  of  product;  buyer  to  seller  to  manufacturer,  end  customer;  coiisumer 
to  store  to  factory;  retail  customers;  end  user  of  part  claims  against  store 
or  jobber;  customers  of  our  customers;  car  passenger  injuries;  injury  to 
members  of  public  in  locations  wliere  procuct  used;  customers  of  our  pri\'ate 
label  customers;  through  purchaser's  attourney;  ultimate  consumers;  insur- 
ance compajiy;  purcliaser  to  retailer,  to  manufacturer;  consumer  sues  major 
auto  or  truck  producer  and  they  in  turn  sue  us  or  ask  for  assistance. 


6 (c)  Comments  - 

new  policy  had  a  $100  deductable;  company  suggested  a  $10,000  deductable  to 
hold  rate  down;  sup]:)ljers  cover  us;  company  refused  to  write  polic)'  until  kc 
managed  to  get  them  to  visit  our  plant;  company  ^villing  to  give  $  300 ,  000  -  wlvi  oh 
is  inadequate;  no  first  dollar  coverage,  $500  deductable  on  all  claims;  iarge 
increase  in  deductable;  rates  adjusted  as  the  nu)uber  of  claims  increase 


6(d)  Percentag.e  increase 

2  0,000% 

1,000% 

7  50% 

60  0% 

500%- 

4 

400% 

300%- 

7 

273% 

2  00% 

166% 

15  0^^ 

102% 

100.%- 

6 

8Q% 

60% 

50%- 

4- 

40%- 

3 

35-% 

25%- 

2 

2  0'%  - 

3 

154 

12% 

10% 

over  ]ast  year 


increase  ove 

1 ,200% 

1,000%- 

4 

600'% 

500%- 

•5 

450% 

351% 

350%- 

2 

300%- 

2 

2  5  0% 

100%- 

4 

85% 

65% 

58*^ 

50%- 

3 

30%- 

251 

20% 

2.5% 

last  five  >'  e  a  i-  s 
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MANUI-ArTllRER'S    PHRCENTAGES ,    COMMENTS 

8(3)    Coninicnts- 

complctcly  eliminate  contingency  fees-  like  England  does,  if  plantiff  loses 
case,  lie  should  pay  all  expenses  involved  for  both  plant j.ff  and  defendent  ; 
prompt  and  courteous  handling  witli  lionest  investigations  by  company;  fair 
legislation;  limitation  on  piuiitive  damages;  education  of  final  cost  in  i)ro- 
duct,  taxes  and  insurance  to  the  consumers,  wlio  are  jurors,  and  allowing  large 
court  claims  to  be  awarded. 

Additional  Commejits- 

claims  are  not  out  of  line;  greater  empliasis  on  package  labeling  and 
design  as  a  result  of  problems  with  product  liability  insurance;  certificate 
of  insurance  given  to  any  customers  v.-ho  request  it;  no  claims  as  yet,  but  if 
we  did  have  one,  our  relat ionsliip  witli  insurance  company  would  be  severely 
jolted;  altliough  never  had  a  claim,  liave  redesigned  products  to  provide  a 
wider  safety  margin  to  avoid  problems,  increases  for  total  liability  package 
can't  be  attributable  in  total  to  products  area 
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R]-TATLI-R'S  RESPONSES 


PLEASE,  ANSWER  THE  POLLOWING  QUESTIONS  REGARDING  YOUR  COMPANY'S  PROBLEMS 
WITH  PRODUCT  LIABILITY  INSURANCE.   RETURN  HY  JUNE  4   TO  APAA. 

1.  Does  your  company  liave  a  significant  product  liability  claim  exposure? 
YES  _8_    NO   6 

2.  Do  you  consider  product  liability  insurance  important/.essential? 
YES  12_     NO   2 

3.  How  do  product  liability  claims  against  your  company  typically  occur? 
12   Initiated  by  purcliasers    ■^f:*  ^ 

3rd  party  claims  related  to  worker's  compensation    % 

Otlicr  3rd  party  claims    ?;   (Explain:  


A.      Are  product  liability  claims  principally 

4   medical  injury      3 indemnity     _9 property  damage 

5,  IVliat  lias  been  the  treiid  over  tlie  last  five  years  regarding 

number  of  claims?   increased  _6 decreased  _2 ^  remained  tlie  same  3 

size  of  claims?   increased  5^    decreased   2  remaiiied  the  same  _2_ 

6.  Clieck  any  of  the  following  A^']lich  describe  tlie  nature  of  your  company's 
product  liability  problem. 

Unable  to  obtain  necessary  product  liability  insurance 

Policy  cancelled  or  not  renewed  at  expiration 

_1 Insurance  compan)'  lowering  limits  of  protection  or  limiting 

coverage   (Give  specifics:  


13  Premiums  being  increased  by  large  ip.crcments 
percentage  increase  over  last  year  *  *  * 

percentage  increase  over  last  five  years  *  *  * 

***SEE  ATTACHED  SHEET  FOR  PERCliNTAGES,  COMMENTS 
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RETAILER'S  Ccon't.) 

4 Insurance  problem  having  significant  impact  on  profits 

4 Increased  premiums  being  passed  through  in  terms  of  increased  price. 

1 Company  operating  without  product  liability  insurance 

7.   In  what  ways  do  problems  witli  product  liability  insurance  affect  your 
overall  operations?   (Manufacturers  Only) 

Increases  in  recalls,  safety  devices 

Product  redesign 

Clianges  in  advertising  clai]ns 

Restrictions  on  product  warrar.tics  (sucJi  as  lial^ility  di.sclaiiiierS" 


1   Greater  empliasis  on  production  quality  control 
Stopping  production  of  liard  liit  product  lines 

Whicli  of  tlie  following  remedies  do  you  believe  hold  the  most  promise 
for  dealing  witli  product  liability  and  protection? 

5   Joint  membersliip  ujiderwriting  for  product  liability  insurance 
1   State  product  liability  insurance 
1   Fed'eral  product  liability  insurance 
5   "No  fault"  product  liability  insurance 
Bindiiig  arbitration  of  product  liability  claims 


5_  Statute  of  limitations  for  product  lial:iility  claims 

Increased  benefits  for  state  As'orhers  compensn  tion 

8   Limitations  on  recovery  for  damages 


9   Limitation  on  attorneys'  contingency  fees 
5  Otlier  (Please  specify:    "^  ' 


NAMP. ^   COMPANY 

APDlUiSS  


retailer  i/liol  esaler  distributor  'iianufactui-cr 
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RETAI LHR'S  PERCENTAGES,  COMMENTS 


3(a)   100?o-  8 
501 


6Cd)  Percentage  increase  over  last  year' 
5  00^0 
lOO^u-  2 

eoi 

4  0% 
251 


increase  over  last  five  years 

4  001 

150% 

100% 

121 


8(j)  Comments - 

-if  coverage  is  other  tlian  "no  fault",  refer  claim  to  supplier  of  product; 
-exclude  ]-)riym.ents  to  claimants  who  are  contributorily  negligent; 
-time  for  consumer  to  take  up  his  responsibility  as  this  is  wliat  p.akes  up 

the  retailer-  the  problem  all  starts  and  ends  Jiere; 

Additional  Comments  - 

■have  coverage  for  fair  claims  only,  can't  afford  coverage  for  unfair  ones; 
-most  claims  we  have  arc  referred  back  to  manufacturer-  however,  for  customg-r 

relations,  we. call  our  own  carrier  on  P. A.  claims  only  with  assurance  that 

their  carrier  I'eimburses 
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CALIFORNIA 
GRAIN  AND  FEED 
ASSOCIATION 
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CALIFORNIA  GRAIN  AND  FEED  ASSOCIATION 
PRODUCT  LIABILITY  INSURANCE  SURVEY  SUMMARY 

November  1976 

In  an  attempt  to  get  some  indication  of  the  extent  of  the  problem  the  industry  is  facing 
in  the  cost  and  availability  of  products  liability  insurance,  the  Association  conducted 
a  sampling  of  the  feed  manufacturirig  industry  in  California  and  Nevada.    It  was  estimated 
that  about  110  firms  engaged  in  manufacturing  and  distributing  complete  livestock  and 
poultry  feeds  and  ingredients  that  go  into  those  feeds  would  have  a  substantial  potential 
for  exposure  to  a  products  liability  claim.    These  firms  are  involved  in  selling  their  products 
directly  to  the  consumer-buyer  of  feedstuffs,  which  in  most  cases  is  the  livestock  and 
poultry  man.  The  sampling  included  a  cross-section  of  all  the  various  types  of  operations 
represented  within  this  group.     A  total  of  40  respondents  participated  in  the  survey. 

In  general,  it  was  determined  that  there  is  an  extremely  wide  variation  in  coverage  and 
premium  cost  between  firms.    Premiums  paid  seemed  to  bear  little  or  no  correlation  to 
claims  filed  or  amounts  paid  out  to  settle  the  claims.    In  some  instances,  those  without 
any  losses  experienced  the  greatest  increase  in  premium  for  their  products  liability 
coverage,  while  some  who  had  experienced  substantial  losses  had  comparatively  little 
or,  in  one  case,  no  increase. 

Perhaps  this  might  be  explained  by  the  fact  that  the  insurance  companies  in  previous 
years  were  quite  competitive  in  the  field  of  products  liability  coverage  and  consequently 
negotiated  premiums  with  individual  insureds  in  order  to  obtam  their  business.    It  is 
expected  that  this  year  and  in  subsequent  years  we  will  see  a  stabilization  and  uniformity 
in  premiums  paid  as  insurance  companies  stick  to  the  book  rather  than  negotiating  rates 
in  order  to  capture  business.    Products     ability  insurance  is  a  bit  of  an  "unwanted  child" 
from  the  standpoint  of  the  insurance  companies  at  this  time,  as  many  of  our  members  have 
found  out  to  their  economic  pain. 

In  the  following  pages  we  will  summarize  the  results  of  sampling  using  three  r>iajor 
categories  based  essentially  on  the  type  of  products  handled  with  subcategories  within 
each  based  on  the  economic  size  of  the  firm.    As  mentioned,  thss  data  is  somewhat 
difficult  to  summarize  in  that  the  results  tended  to  be  all  over  the  ballpark  with  very 
little  uniformity  between  firms.    We  hope,  however,  that  the  information  presented  herein 
will  give  those  reading  this  survey  summary  a  clearer  understanding  of  the  nature  of  the 
product  liability  problem  that  we  face  today.    We  very  much  appreciate  the  participation 
of  those  who  responded  to  the  survey. 
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FEED  MANUFACTURERS 


In  this  category  are  those  firms  that  manufacture  and  distribute  complete  livestock  and  poultry 
feeds  to  the  consumer-buyer.    There  were  a  total  of  20  respondents  in  this  category.    The 
subcategories  are  based  on  the  economic  size  of  the  company  stated  in  terms  of  annua!  gross 
sales  in  the  feed  trade. 

$0  -  $5  MILLION  ANNUAL  SALES    (8  respondents) 

The  majority  of  these  respondents  were  engaged  in  the  production  of  complete  dairy  feeds, 
in  some  cases  comprising  as  much  of  100%  of  their  total  production  output.    Three  firms 
were  engaged  in  the  production  of  multi-specie  feeds  covering  cattle,  horses,  poultry  and 
other  animals. 

Six  of  the  respondents  indicated  they  did  carry  products  liability  insurance  with  two  responding 
that  they  did  not.    Those  not  carrying  product  liability  insurance  indicated  (1)  it  was  too 
expensive  and  (2)  that  their  previous  coverage  had  been  recently  cancelled  and  they  were 
in  the  process  of  trying  to  obtain  new  coverage.    Neither  of  these  two  respondents  have  had 
any  losses  in  the  last  five  years . 

Of  those  carrying  the  insurance,  four  carried  primary  coverage  only  with  two  carrying  both 
primary  and  excess  coverage.    Those  carrying  primary  only  had  no  deductibles.    Two 
respondents  have  carried  $500,000  primary  limit  for  the"last  five  years.    In  one  respondent': 
case  the  premium  increased  from  $1,673  in  1975  to  $2,236  in  1976,  a  33%  increase. 
The  other  respondent  carrying  $500,000  primary  limit  had  premiums  running  in  the  $14-15C 
range  and  is  now  in  the  process  of  negotiating  with  their  insurance  company  on  the  new  policy 
with  the  expectation  that  there  will  be  a  very  substantial  increase  in  premium  cost^ 

One  respondent  increased  from  $300,000  coverage  to  $500,000  primary  coverage  in  the 
last  year,  while  another  increased  from  $300, 000  in  1972  to  $5  million  in  1976  at  a 
current  cost  of  $  .310  per  thousand  dollars  of  sales.    Three  of  these  respondents  have  had 
no  claims  in  the  last  five  years .    One  had  a  $10, 000  claim  in  1974  that  is  not  yet  settled. 

Of  those  carrying  both  primary  and  excess  coverage,      one  respondent  has  been  carrying 
$100,000  of  primary  coverage  for  the  last  few"years  with  a  $100  deductible  at  a  cost  of 
$  ,31  per  thousand  dollars  of  sales.    Their  excess  coverage  was  in  the  amount  of  $1  million 
at  a  premium  of  $210.    Premiums  for  their  primary  coverage  have  increased  48%  since  1973 
for  the  same  level  of  coverage.    Excess  has  not  changed  in  terms  of  premium  in  the  last  two 
years . 

The  other  respondent  has  carried  $500,000  primary  coverage  for  the  last  two  years  with  no 
deductible  at  $.53  per  thousand  dollars  of  sales.    They  carry  excess  coverage  in  the  amount 
of  $1  mill  ion  at  a  premium  cost  of  $780 .    The  excess  premium  has  not  changed  in  the  last 
two  years.    Neither  of  these  respondents  has  had  any  claims  in  the  last  five  years. 
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There  was  only  one  claim/suit  filed  in  this  group  which  was  in  1974  in  the  amount  of  $10,  000 
involving  pheasant  mortality  and  failure  to  grow  correctly.  This  claim  remains  unseltled  at  this" 
time. 

In  terms  of  additives,   these  firms  use  various  antibiotics,  vitamins,  minerals  and  non-protein 
nitrogen  (urea).    Only  the  non-protein  nitrogen  is  cited  as  having  a  potential  for  toxicity  problems 
but  it  was  also  mentioned  that  no  problems  had  occurred  in  the  last  five  years.    Various  quality 
control  procedures  are  exercised  by  all  respondents  with  some  outside  laboratory  testing  on  a 
spot  basis  or  when  deemed  necessary. 

$5  -  $10  MILLION  ANNUAL  SALES  (2  respondents) 

One  respondent  in  this  subcategory  is  involved  in  the  manufacture  of  dairy  feed  only,  while  tfie 
other  has  a  multi-specie  production  of  livestock  and  poultry  feeds.    Both  carry  some  level  of 
product  liability  insurance,  with  one  having  primary  coverage  only  and  the  other  carrying  primary 
and  excess  coverage. 

The  respondent  carrying  primary  coverage  only  increased  from  $1  million  in  1975  to  $2  rniliion 
in  1976  at  a  total  current  premium  of  $17,000  --  an  increase  of  70%  since  1973 . 

The  respondent  carrying  both  primary  and  excess  coverage  has  $500,000  primary  and  $5  million 
excess.    The  premium  cost  is  not  defined  for  this  coverage  as  it  is  included  with  an  overall 
general  liability  policy.    Neither  of  these  respondents  have  had  any  losses  in  the  last  five  years. 

Both  use  some  antibiotics,  maintaining  quality  control  procedures  along  with  routine  laboratory 
analysis  of  finished  feed  to  check  drug  levels. 

$10  MILLION  -  $50  MILLION  (10  respondents) 

Respondents  in  this  subcategory  were  heavy  in  the  production  of  dairy  feed  with  5  firms  producing 
multi-specie  feeds.    All  respondents  carried  product  liability  insurance  and  all  have  both  primary 
and  excess  coverage. 

In  terms  of  primary  coverage,  three  respondents  have  carried  $500,000  primary  tor  the  last 
five  years  with  two  firms  having  deductibles  of  $100  and  one  firm  a  deductible  of  $500. 
Premium  cost  per  thousand  dollars  of  sales  ranged  from  a  low  of  $  .22  to  a  high  of  $  .69  in 
1973 .    In  1976  the  range  was  from  a  low  of  $  .53  to  a  high  of  $1  «36 .    Increases  in  premium 
costs  ranged  from  74%  to  107%. 

The  primary  coverage  of  the  other  respondents  in  this  subcategory  ranged  from  $50,000  to 
$1  million  with  a  majority  in  the  $100-500,000  coverage  range.  Deductibles  ranged  from 
$0-15,000,  with  most  in  the  $250-1,000  range.    There  was  noted  a  tendency  to  increase 
the  deductible  in  an  attempt  to  hold  premium  costs  down.    In  spite  of  that,  costs  went  up 
dramatically. 

In  1973,  the  cost  per  thousand  for  this  primary  coverage  ranged  from  a  low  of  $  .04  to  a  high 
of  $  .41 .    In  1976,  the  range  shifted  from  a  low  of  $  .35  to  a  high  of  $1 .87  .    The  increases 
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in  premium  experienced  in  this  subcategory  ranged  from  no  increase  to  over  1800%  with 
individual  increases  scattered  over  the  spectrum  in  between. 

In  the  area  of  excess  coverage,  two  members  of  the  group  carried  $1  million  with  current 
premiums  ranging  from  $8,370  to  $15,495  --  an  increase  of  300-1, 000%  since  1973 . 
One  member  carried  $3  million  excess  coverage  with  no  statement  of  cost.    Four  members 
carried  $5  million  excess  at  a  premium  of  $9-14,000,  which  represents  a  range  of 
increase  between  55-1600%  since  1973.    Again,  individual  levels  of  increase  varied 
widely  within  that  range.    One  respondent  carried  $10  million  excess  coverage  without  a 
statement  of  premium  cost.    One  respondent  carried  $15  million  excess  at  a  premium  cost 
of  $93, 950  --  an  800%.  increase  since  1973  .    One  respondent  carried  $500, 000  excess 
at  a  premium  of  $14,122  —  a  400%  increase  since  1973  , 


The  claims  or  suit  filed  picture  for  this  group  is  as  follows: 
#  Claims  Amount  Sought  Amount  Paid 


Nature  of  Damage 


1971 

1 
1 

3,500 
17,000 

3,500 
17,000 

Faulty  layer  feed 
Not  specified 

1972 

1 
1 

1 

,400,000 
6,000 

None 
2,000 

Dairy  cows 
Hog  feed 

1973 
1974 

2 
1 

2 
1 
3 
1 

1,000 
15,000 

5,000 

101 

50,000 

1,600 

250 
5,000 

5,ooa 

101 

20,000 

8.00 

Seed  -  damage  to  crop 
Horses  died  -  fumigant  in 

feed 
Hog  feed  ~  drug  level 
Not  specified 
Seed  -  damage  to  crop 
Dairy  cow 

1975 

2 

3,000 

3,000 

Not  specified 

1976 

1 
1 

26,200 
178,000 

13,100 
Open 

Beef  cattle  feed 
Layer  feed 

Additives 

used  inc 

ude 

antibrotics  of  various 

kinds,  hormones. 

vitamins,  iodine,  urea. 

limestone,  phosphorous,  rumens  in,  trace  elements  and  various  other  drug  compounds  for 
disease   preventment  and  treatment.    All  drugs  are  handled  in  accordance  with  the  Food  and 
Drug  Administration  Good  Manufacturing  Practice  Regulations.    Strict  inventories  and  quality 
control  procedures  are  maintained.    Finished  feeds  are  generally  checked  at  intervals  by 
laboratory  analysis  to  assure  proper  levels  of  additives. 

FEED  INGREDIENT    PROCESSORS 

Those  in  this  category  are  generally  in  the  business  of  processing  and  distributing  a  singular 
product  to  feed  manufacturers  or  direct  to  consumer-buyers  on  livestock  and  poultry  operations 
Such  products  would  include  hay,  cottonseed  meal,  beef  pulp  and  other  similar  ingredients. 
There  are  nine  respondents  in  this  category. 
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$0  -  $5  MILLION  ANMUAL  SALES  (4  respondents) 

Most  of  the  respondents  in  this  subcategory  are  manufacturing  ingredients  for  use  in  beef  and 
dairy  feeds.    One  respondent  has  a  portion  of  their  output  going  to  horsefeed  with  another  100% 
in  the  export  of  a  feed  ingredient. 

Three  of  the  respondents  carry  product  liability  insurance  while  one  does  not,  citing  his  belief 
that  it  is  too  expensive.    He  has  had  no  claims  in  the  last  five  years. 

Of  the  three  indicating  that  they  do  carry  product  liability  insurance,  all  carry  both  primary  and 
excess  coverage. 

In  terms  of  primary  coverage,  two  respondents  carry  $300,  000,  one  respondent  $500,000 
and  one  respondent  $1  mlTTTon.    Two  carry  $100  deductible,  one  $50  deductible,  and  one 
$250  deductible.    Premium  costs  range  from  $200  to  $6,600  for  this  primary  coverage  -- 
an  increase  of  265-600%  over  1973. 

In  the  area  of  excess  coverage,  two  respondents  carry  $1  million,  one  $2  million  and  one 
$3  million.    Costs  range  from~$700  to  $3,455  --  an  increase  ranging  from  75%  to  760% 
over  1973 . 

None  of  these  respondents  have  had  any  claims  in  the  last  five  years  nor  do  they  use  additives 
in  their  products. 

$10  -  $50  MILLION  ANNUAL  SALES  (3  respondents) 

Respondents  in  this  category  are  selling  the  majority  of  their  products  to  beef  and  dairy  feed 
manufacturers  or  users.    A  substantial  percentage  of  their  business  also  goes  into  the  poultry 
industry. 

All  respondents  carry  both  primary  and  excess  coverage.    One  was  unable  to  break  their 
products  liability  coverage  out  of  the  overall  company  policy  and  could  not  provide  any  specific 
figures. 

In  primary  coverage,  one  reported  $500,000  with  no  deductible  but  could  not  cite  specific  . 
premiums  as  it  is  part  of  an  overall  company  policy.    The  other  respondent  carried  primary 
coverage  in  the  amount  of  $500,000  with  no  deductible,    ij heir' current  premium  for  this  coverage 
is  $38,888  —  an  increase  of  over  1,000%  since  1973. 

In  the  area  of  excess  coverage,  one  firm  has  $3  million  and  the  other  firm  carries  $29  million 
coverage  without  either  sp"ecTFying  the  premium. 

In  the  area  of  claims  or  suits,  only  one  firm  reported  any  claims  in  the  last  five  years.    This 
was  in  the  amount  of  $65,000  and  was  settled  for  $25,000.    It  involved  a  question  of 
weight  gains  in  beef.    A  few  members  made  mention  of  their  belief  that  claims  relating  to 
performance  as  in  this  instance  are  particularly  "sticky"  as  a  products  liability  matter. 
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$50  -  $100  MILLION  (1  respondent) 

This  respondent  seels  its  product  for  use  in  a  wide  variety  of  livestock  and  poultry  feed  and 
carries  both  primary  and  excess  insurance.    Their  primary  coverage  is  for  $500,000  with 
$1,000  deductible.    They  carry  a  $20  million  excess  coverage  with  the  premium  not  being 
specified. 

They've  experienced  one  suit  in  recent  years  for  $^036  which  was  settled  in  that  amount. 
The  nature  of  the  alleged  damage  was  not  specified. 

MISCELLANEOUS 

This  category  includes  some  brokerage  operations,  feed  supplements,  specialized  additives, 
and  seed  sales.    There  are  a  total  of  eight  respondents. 

$0  -  $5  MILLION  (6  respondents) 

The  products  these  respondents  handle  find  their  way  into  a  variety  of  livestock  and  poultry 
feeding  operations  as  well  as  seed  sales  for  crop  production.    Five  carry  products  liability 
insurance  and  one  does  not,  indicating  they  were  unable  to  obtain  it  at  any  cost.    Their 
particular  area  of  concern  was  protection  against  the  non-performance  of  seed.    They  have 
had  no  claims  in  the  last  five  years . 

None  of  the  respondents  carrying  products  liability  insurance  have  any  deductibles.  Two  have 
primary  coverage  only  for  $500,000.  The  only  premium  cost  reported  was  $1,661  currently 
an  increase  of  200%  over  1973. 

One  respondent  carries  excess  coverage  only  at  the  level  of  $1  million  and  a  premium  cost  of 
$1,155. 

Two  respondents  carry  both  primary  and  excess  coverage  currently  with  one  indicating  coverage 
at  $50,000  with  a  cost  of  $2,187  compared  to  a  premium  of  $659  in  1973.    They  also 
carry  $1  million  excess  coverage  at  a  cost  of  $300.    This  respondent  reported  that  they  are 
in  the  process  of  shifting  their  insurance  coverage  for  1976-77  to  $500,000  primary  and 
eliminating  the  excess  coverage,  resulting  in  a  premium  of  $1.38  per  thousand  --  a  635% 
increase  over  1975.    The  other  respondent  reports  carrying  $300,000  primary  coverage 
with  $10  million  excess  but  mentions  no  premium  costs  for  either. 

None  of  the  group  reported  any  claims  or  suits  in  the  last  five  years. 

As  additives,  some  are  using  vitamins  and  minerals,  fish  solubles,  tracers,  antitoxidants  and 
other  nutritional  supplements.    One  uses  antibiotics. 

$.5  -JIO,  MILLION  (1  respondent) 

This  respondent  sells  mainly  to  beef  operations  with  primary  coverage  of  $1  million  with  a 
$25,000  deductible.    No  premium  cost  was  indicated.    They  have  experienced  no  losses  in 
the  last  five  years  and  sell  rumensin  and  antibiotics  in  feed,  complying  with  FDA  requirements 
and  regular  laboratory  checks. 
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$10  -  $50  MILLION  (1  respondent) 

This  respondent  provides  half  its  product  to  the  beef  and  dairy  feed  manufacturing  industry  and 
half  to  poultry.    Their  primary  coverage  is  set  at  $500,000  with  a  $250  deductible  costing 
a  premium  of  $780.    Excess  coverage  is  in  the  amount  of  $1  million  at  a  premium  cost  of  $652 
They  have  had  one  claim  in  the  last  five  years  which  was  settled  for  $500  and  are  not  involved 
in  feed  additives  in  any  way. 
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CAST  METALS  FEDERATION 
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1. 


PRODUCT  LIABILITY  SURVEY 
CAST  METALS  FEDERATION 
Number  of  Firms  Responding^  by  Size  of  Sales 


Total  Number  Surveyed 
Total  Number  Responding: 


2.   Type  of  Foundry 


810 
195 


Number  in  Class 


Jobbing   Captive   Mixed   Unidentifyed   Total 


Under  5  million 
5-10  million 
Over  10  million 


80 
31 
29 


15 


10 


106 
41 
48 


165 
30 


PRODUCT  LIABILITY  INSURANCE  COVERAGE 

Companies  with  Product  Liability  Insurance 
Companies  without  Product  Liability  Insurance 

The  type  of  Product  Liability  insurance  carried: 

Primary  coverage  only:  2  3 

Primary  and  Umbrella  coverage:  142 
No  Product  Liability  Insurance 

carried:  30 


1 .   Primary  Coverage 

Limits  of  Liability: 

Average  Limits  of  Liability 
Year   Under  $5  mil.   $5  to$10  Mil.    Over  $10  Mil.    All  Firms 


1976 

$608, 

000 

(70)* 

$1 

rlOO, 

000 

(33) 

$1,100, 

000 

(41) 

$860, 

000 

(144) 

1975 

578, 

000 

(59) 

1 

rlOO, 

000 

(32) 

790, 

000 

(36) 

770, 

000 

(127) 

1974 

471, 

000 

(49) 

930, 

,000 

(27) 

790, 

000 

(33) 

600, 

000 

(109) 

1973 

447, 

000 

(38) 

1 

,000, 

000 

(22) 

790, 

000 

(30) 

700, 

000 

(90) 

1972 

458, 

000 

(31) 

880< 

,000 

(18) 

860, 

000 

(27) 

700, 

000 

(76) 

1971 

459, 

000 

(26) 

490, 

000 

(14) 

750, 

000 

(27) 

580, 

000 

(67) 

*Number  in  bracket  indicates  number  of  firms  responding. 
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2.   Deductibles 


Average  Deductible:   Firms  Reporting  Deductibles 
Year   Under  $5  Mil.   $5  to  $10  Mil.   Over  $10  Mil.    All  Firms 


1976   $  9,300 

(8) 

$8,800 

(6) 

$ 

3,900 

(13) 

$  6,590 

(27) 

1975    12,100 

(6) 

8,800 

(6) 

1,800 

(13) 

6,000 

(25) 

1974     5,500 

(4) 

8,600 

(5) 

1,400 

(12) 

3,900 

(21) 

1973     7,000 

(3) 

10,000 

(4) 

1,100 

(11) 

4,100 

(18) 

1972     7,000 

(3) 

10,000 

(3) 

960 

(11) 

3,600 

(17) 

1971     7,000 

(3) 

7,500 

(2) 

960 

(10) 

3,000 

(15) 

3.   Annual  Cost 

.  Per 

Thousand 

Dollars 

OJ 

E  Sales: 

Average  Cost  Per  Firm 
Year   Under  $5  Mil.   $5  to  $10  Mil.   Over  $10  Mil.    All  Firms 


1976    $1.25 

(60) 

$1.31 

(27) 

$1.04 

(34) 

$1.20 

(21) 

1975     0.81 

(57) 

0.71 

(27) 

0.40 

(31) 

0.68 

(115) 

1974     0.55 

(36) 

0.56 

(21) 

0.32 

(30) 

0.47 

(87) 

1973     0.55 

(25) 

0.34 

(16) 

0.32 

(28) 

0.41 

(69) 

1972     0.58 

(17) 

0.40 

(12) 

0.40 

(26) 

0.46 

(55) 

1971     0.47 

(13) 

0.43 

(10) 

0.43 

(24) 

0.44 

(47) 

4.   Total  Cost 

.  Primary: 

Year   Under  $5  Mil 


Average  Cost  Per  Firm 

$5  to  $10  Mil.   Over  $10  Mil. 


All  Firms 


1976 
1975 
1974 
1973 
1972 
1971 


3,600 
1,900 
1,400 
1,200  (23) 
1,100  (16) 
1,100     (12) 


(54) 
(42) 
(33) 


$  8,800   (31)   $24,300   (36) 


4,700 
3,800 
2,000 
2,000 
1,400 


(30) 
(23) 
(18) 
(14) 
(11) 


14,000 
11,600 
10,000 
11,000 
11,000 


(31) 
(29) 
(27) 
(24) 
(22) 


$11,090 
6,360 
5,530 
4,900 
5,700 
6,000 


(121) 

(103) 

(85) 

(68) 

(54) 

(45) 


5.   Umbrella  Coverage: 
Limits  of  Liability; 

Average  Limits  Per  Firm  Reporting 
Year   Under  $5  Mil.   $5  to  $10  Mil.   Over  $10  Mil 


All  Firms 


1976   $  2,000,000(51)$9,400,000  (31)  $10,000,000  (40)  $6,500,000  (122) 


1975  2,000,000  (43)  9,500,000  (29) 

1974  1,700,000  (34)  9,500,000  (24) 

1973  1,300,000  (22)  6,200,000  (17) 

1972  1,300,000  (20)  3,500,000  (13) 

1971  1,400,000  (17)  3,800,000  (11) 


7,400,000  (38) 

6,200,000  (35) 

6,200,000  (30) 

5,800,000  (29) 

5,200,000  (26) 


5,800,000  (110) 

5,400,000  (93) 

4,600,000  (69) 

3,300,000  (62) 

3,700,000  (54) 
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6 .   Total  Primary  and  Umbrella  Cost  as  a  Percent  of  Sales: 

Average  Cost  Per  Firm  Reporting 
Year   Under  $5  Mil.   $5  to  $10  Mil.   Over  $10  Mil.    All  Firms 


1976 

0.33%   (33)      0.38%   (23) 

0.77%   (26) 

.48% 

(82) 

1975 

0.26    (29)      0.20    (20) 

0.15    (23) 

.21 

(72) 

1974 

0.24    (20)      0.14    (15) 

0.13    (20) 

.17 

(55) 

1973 

0.18    (11)      0.16    (10) 

0.11    (19) 

.14 

(40) 

1972 

0.20    (11)      0.17    (7) 

0.11    (17) 

.15 

(35) 

1971 

0.12    (9)       0.16    (6) 

0.11    (17) 

.13 

(32) 

Reasons  for  Not  Carrying  Product  Liability  Insurance 

, 

Self  Insured          3 

Too  Expensive        11 

Can't  Obtain          3 

Coverage  Cancelled     3 

Not  Needed            16 

PRODUCT  LIABILITY  CLAIMS  EXPERIENCE 

Companies  reporting  Product  Liability  Claims/Suits 

During  the  last  six  years.  38 

Companies  reporting  No   Product  Liability  Claims/Suits 
During  the  last  six  years  155 

Claims/Suits  Filed  Each  Year 


1.   Number  of  Claims/Suits  Filed: 

Year 

Under  $5  Mil.   $5  to  $10  Mil. 

Over  $10  Mil. 

All 

Firms 

1975 

4   (106)          4   (40) 

18   (48) 

26 

(194) 

1974 

1   (106)          3   (40) 

10   (48) 

14 

(194) 

1973 

1   (106)          3   (40) 

9   (48) 

13 

(194) 

1972 

1   (106)          2   (40) 

10   (48) 

13 

(194) 

1971 

-   (106)          -   (40) 

5   (48) 

5 

(194) 

2.   Amount  of  Damages  Sought 

Year 

Under  $5  Mil.   $5  to  $10  Mil. 
$109,000  (106)  $1,176,000  (40) 

Over  $10  Mil. 
$8,500,000  (48) 

All 

Firms 

1975 

$9, 

676,000 

(194) 

1974 

75,000  (106)   1,050,000  (40) 

3,000,000  (48) 

4, 

050,000 

(194) 

1973 

2,000,000  (106)     600,000  (40) 

670,000  (48) 

1, 

270,000 

(194) 

1972 

5,000  (106)       5,000  (40) 

820,000  (48) 

825,000 

(194) 

1971 

(106)      (40) 

1,300,000  (48) 

1, 

300,000 

(194) 
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Claims/Suits  Settled  Out  of  Court  1971-1975 


Under  $5  Mil.  (2) 
$5  to  $10  Mil.  (5) 
Over  $10  Mil.  (5) 
All  Firms      (12) 

Court  Suits  (1971-1975) 


Total  Court  Suits 
Suits  Won  by  Defendant 
Suits  Lost  by  Defendant 
Court  Judgments 


Claim/Sui 

ts 

Claims 

/Suits 

Settlements 

Dropped 

Settl 
4 

ed 

Paid 

2 

$  18,300 

-- 

6 

66,000 

15 

13 

371,000 

17 

23 

455,300 

$451,000 
Claims/Suits  Pending  at  End  of  Year 

No  Claims/Suits 
Year   Under  $5  Mil.   $5  to  $10  Mil.   Over  $10  Mil. 


All  Firms 


1975 
1974 
1973 
1972 
1971 


(106) 
(106) 
(106) 
(106) 
(106 


(40) 
(40) 
(40) 
(40) 
(40) 


15 
4 
4 
2 
2 


(48) 
(48) 
(48) 
(48) 
(48) 


20 
8 
6 
3 
2 


Total  Damages  Sought: 

Pending  Claims/Suits 
Year   Under  $5  Mil.   $5  to  $10  Mil.   Over  $10  Mil, 


1975  $350,000  (106) 

1974  50,000  (106 

1973     (106) 

1972     (106) 

1971     (106) 


$1,600,000  (40) 

1,600,000  (40) 

600,000  (40) 

5,000  (40) 

(40) 


$7,700,000 
1,800,000 
1,900,000 
1,700,000 
1,500,000 


(194) 
(194) 
(194) 
(194) 
(194) 


All  Firms 

$9,650,000  (194) 

3,450,000  (194) 

2,500,000  (194) 

1,705,000  (194) 

1,500,000  (194) 


C-48 


GENERAL  AVIATION  MANUFACTURERS 
ASSOCIATION 
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RESPONSE  OF 
GENERAL  AVIATION  MANUFACTURERS 
ASSOCIATION 
TO 
PRODUCT  LIABILITY  INDUSTRY  SURVEY 
INTER  AGENCY  TASK  FORCE  ON  PRODUCT  LIABILITY 


Introduction  (1-3) 

The  General  Aviation  Manufacturers  is  an  independent  trade  association 
representing  35  companies,  which  manufacture  over  90%  of  the  nation's  general 
aviation  aircraft  engines,  avionics,  pilot  supplies  and  component  parts. 

The  distribution  of  companies  in  the  Product  Liability  survey's  des- 
cribed categories  is  as  follows: 

small  (under)  2.5  million)  -  8  companies 
medium  (2.5  -  100  million)  -  21  companies 
large  (over  100  million)  -  6  companies 

This  is  based  on  sales  in  general  aviation,  not  total  corporate  sales 
of  multi-division  companies.  As  some  companies  may  be  divisions  of  larger 
corporations,  they  would  be  placed  in  the  large  category. 

In  1976,  the  general  aviation  industry  will  deliver  approximately  15,400 
aircraft  with  factory  net  billings  of  1.2  billion  dollars.   In  1971  the  in- 
dustry delivered  7,464  aircraft  with  net  billings  of  313.1  million.   This 
is  not  the  retail  value  which  is  approximately  25%  higher.   Also  not  included 
is  the  sale  of  additional  avionics  for  older  aircraft  or  replacement  of  en- 
gines or  avionics.   Including  these  items  would  add  several  hundred  more 
million  dollars  to  total  industry  sales. 
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For  the  last  several  years,  the  general  aviation  industry  has  faced 
an  increasingly  serious  product  liability  situation.   The  number  of  suits 
filed  has  risen  dramatically,  as  has  the  cost  of  insurance. 

Today,  more  vendors  of  the  industry  are  finding  product  liability 
coverage  to  be  either  unavailable  or  available  only  at  a  high  cost.   The 
production  of  some  parts  has  been  discontinued  and  other  companies  are 
considering  discontinuation. 

Paradoxically,  statistics  of  the  Federal  Aviation  Administration  and 
the  National  Transportation  Safety  Board  show  an  improving  safety  record 
in  general  aviation.   There  were  less  total  accidents  in  1975  than  in  1971. 
The  fatal  accident  rate  has  continued  to  improve  every  year  for  the  last 
several  years.   Thus,  while  the  number  of  general  aviation  accidents  has 
declined,  product  liability  problems  have  increased  to  the  point  where  they 
are  most  serious. 

All  GAMA  companies  manufacturing  aircraft ,  engines  and  avionics  carry 
product  liability  insurance.   Not  too  many  years  ago  aircraft  product  lia- 
bility insurance  was  regarded  as  a  relatively  insignificant  cost  item.   This 
is  no  longer  the  case.   Now,  aircraft  product  liability  insurance  is  a  major 
cost  item.   Product  liability  insurance  represents  between  5-7%  of  the  cost 
of  the  product.   It  has  been  estimated  that  if  the  current  trend  continues, 
this  could  reach  15%  by  1980. 
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Normally,  aircraft  product  liability  is  purchased  as  a  separate 
package  in  contrast  to  the  other  insurance  requirements  of  the  company. 
The  needs  of  the  individual  companies  are  related  to  type  of  product, 
(airplane,  engine,  avionics),  type  of  aircraft  produced  (jet  or  piston) 
and  whether  the  company  is  also  engaged  in  aircraft  sales  to  the  commer- 
cial airlines  and  the  military  as  well  as  general  aviation. 

In  addition,  the  market  for  the  purchase  of  aircraft  product  lia- 
bility insurance  is  limited.   Most  aircraft  product  liability  is  pur- 
chased from  one  of  two  pools  in  the  United  States  or  directly  from  the 
London  market. 
Premiums :   (4b,c,d,e) 

Industry  surveys  show  that  the  cost  of  product  liability  to  airplane 
manufacturers  rose  494%  between  1969  and  1973.   In  1969,  the  cost  per  $1000 
of  sales  was  $3.55.   In  1973,  the  cost  was  $21.10.   Incidently,  the  cost  per 
$1000  of  sales  in  1963,  just  10  years  earlier,  was  $2.50. 

Today,  it  is  estimated  that  the  cost  of  product  liability  insurance 
to  the  members  of  GAMA  for  general  aviation  products  is  in  the  neighborhood 
of  $30  million  dollars.   The  cost  of  insurance  deductibles  and  in  house  efforts 
is  in  addition  to  this  $30  million.   The  lack  of  reasonable  coverage  has  re- 
quired a  number  of  GAMA  companies  to  virtually  go  to  self  insurance  by  means 
of  large  deductibles. 
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Two  companies  in  the  categories  of  large  firms,  recently 
compiled  their  total  costs  of  insurance  premium  and  the  direct 
costs  in  terms  of  the  time  spent  by  engineers  and  other  employees 
on  product  claims,  travel  and  other  expenses.   Their  cost 
figures  show  that  in  1966/  the  combined  cost  for  these  two 
companies  was  $352,000.   By  1971,  this  had  increased  to  $1,488,000 
and  by  1975  to  $9,960,000.   At  one  com^ciny,  the  cost  of  pro- 
duct insurance  increased  1,100%  from  1971  to  1975  and  the 
total  costs  to  the  company,  including  in  house  costs,  increased 
1,350%  from  1971  to  1975.   The  1976  increase  is  anticipated  to 
be  even  greater. 

The  impact  on  engine  manufacturers  and  other  suppliers 
has  been  equally  dramatic.   A  small  manufacturer  of  aircraft 
tires  indicates  its  premiums  have  gone  from  $70,000  per  year 
to  $322,000,  an  increase  of  360%,  which  is  equal  to  one-third 
of  the  company's  net  after  taxes. 
Deductibles  and  Self  Insurance  Retention  Levels  (4f ) 

The  variation  in  limits,  deductibles  and  product  mix  make 
it  difficult  to  establish  premium  costs  on  a  comparative  basis. 

When  the  GAMA  survey  was  completed,  deductibles  ranged  from 
none  to  $25,000  with  some  variants  such  as  5%  of  each  loss  or 
a  retrospective  rating  plan,  which  could  be  viewed  as  a  multi- 
million  dollar  self  insured  layer  between  primary  coverage 
and  excess  coverage.   A  dramatic  example  is  one  company 
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which  has  gone  from  full  coverage  in  1972  to  a  4  million  deductible  policy 
in  1974.   This  appears  to  be  the  trend  with  other  general  aviation  manu- 
facturing companies. 
Limits;   (4g) 

The  GAMA  survey  showed  total  coverage  per  occurrence  being  carried 
in  the  range  of  1  million  for  the  low  to  150  million  at  the  high  end  of 
the  scale,  with  a  medium  limit  of  48  million. 
Restrictions;   (4h) 

Most  aircraft  liability  policies  do  not  contain  the  restrictions  on 
exclusions  listed  in  the  survey  form.   The  major  limiting  factor  is  that 
insurance  can  not  be  obtained  at  a  reasonable  cost  and  consequently  the 
product  cannot  be  covered. 
Discontinuation  of  Production;   (6a, b) 

Since  vendors  and  suppliers  are  finding  the  cost  of  product  liability 
excessively  high  or  insuran^^e  being  unavailable,  a  number  of  firms  are  con- 
sidering the  discontinuance  of  being  a  supplier  to  the  general  aviation  in- 
dustry.  Some  have  already  taken  this  action.   This  is  a  developing  trend 
and  one  of  great  concern.   An  aircraft  is  composed  of  many  specialized  parts, 
supplied  by  a  variety  of  manufacturers.   In  many  instances,  there  are  an  ex- 
tremely limited  number  of  manufacturers  capable  of  making  any  one  part. 

In  some  cases,  manufacturers  of  component  parts  are  insisting  that  the 
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airframe  manufacturer  indemnify  them  against  product  liability  claims, 
or  they  will  not  provide  the  part.   This  is  imposing  a  contractual  lia- 
bility on  the  airframe  manufacturer  which  can  be  expected  to  increase 
his  exposure  and  premiums  in  the  future. 
Discontinuation  of  New  Products:  (7a) 

We  do  not  have  information  available  that  indicates  that  the  intro- 
duction of  new  products  had  been  postponed  because  of  product  liability 
considerations . 
Safety  Programs:   (8) 

In  the  past  several  years,  general  aviation  manufacturers,  both 
individually  and  through  their  industry  Association  (GAMA)  have  taken 
steps  toward  reducing  product  liability  losses. 
1)   Product  Design  and  Engineering: 

Product  design  and  engineering  have  been  the  key  factors  in  the 
safety  of  general  aviation.   Improved  and  new  products  are  con- 
stantly being  introduced  into  the  marketplace.   The  manufacture 
of  general  aviation  aircraft  is  closely  supervised  by  the  Federal 
Aviation  Administration  in  all  phases  from  design  to  the  final 
product.   The  manufacturers  must  provide  satisfactory  evidence  of 
high  quality  in  all  phases  of  design,  engineering,  manufacturing 
and  production  in  order  to  receive  FAA  approval.   Each  aircraft 
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receives  an  FAA  Airworthiness  certificate  after  individual 
flight  test.   In  addition,  the  competative  marketplace  de- 
mands that  only  a  high  quality  and  safe  product  be  produced. 
An  airplane  must  have  an  excellent  reputation  to  continue  to 
be  sold. 

2)  Product  Manufacturing  and  Quality  Control; 

Aviation  manufacturers  have  always  taken  steps  to  improve  their 
quality  control  over  and  above  the  FAA  requirements.   This  is 
in  addition  to  the  additional  steps  taken  by  manufacturers  con- 
cerning inspection  and  testing.   The  manufacturing  processes  and 
quality  control  are  under  the  supervision  of  the  FAA.   Educational 
programs  have  been  designed  by  the  companies  to  increase  awareness 
of  their  employees  to  the  important  aspects  of  quality  control. 

3)  Distribution  and  Warnings: 

Manufacturers  have  developed  extensive  new  training  programs  aimed 
at  improved  pilot  training,  both  for  new  students  and  advanced  train- 
ing.  Through  GAMA,  a  standardized  Pilot's  Operating  Handbook  which 
presents  operating  information  in  a  similar  format  in  all  pilot's 
handbooks  has  been  developed. 

Through  the  mechanism  of  the  Airworthiness  Directive  issued  by  the 
FAA,  and  the  service  bulletin  issued  by  manufacturers,  aircraft 
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owners  and  service  centers  are  immediately  informed  when  pre- 
cautionary measures  or  changes  regarding  malfunctions,  defects 
or  improved  operation  in  their  aircraft  should  be  undertaken. 
This  has  provided  a  means  of  communicating  with  the  owner  of 
the  aircraft. 
4)   Advertising  and  Public  Education: 

According  to  National  Transportation  Safety  Board  data,  over  80% 
of  the  accidents  in  general  aviation  are  attributed  to  pilot  error. 

The  industry  strongly  supports  educational  efforts  directed  towards 
improved  pilot  proficiency.  GAMA  has  supported  FAA's  Accident  Pre- 
vention Program  by  developing  educational  films  about  safety,  spon- 
soring clinics  and  seminars  and  stimulating  pilot  attendance  by  con- 
ducting an  aircraft  sweepstakes,  whereby  a  pilot  attending  is  eligible 
to  win  a  $40,000  airplane.  During  the  past  year,  250,000  pilots  or 
1  out  of  3  active  pilots  attended  an  FAA  Safety  Seminar. 

Surveys  by  Loss  Prevention  Engine  (9a) 

A  number  of  GAMA  companies  have  been  surveyed  during  the  past  two  years 

by  their  insurance  carriers.   Helpful  suggestions  have  been  made  and  followed. 

Despite  the  suggestions  and  other  efforts,  the  trend  of  increased  suits  has 

continued. 

Claims:   (10) 

(a)   In  practically  every  serious  general  aviation  accident,  a  product  lia- 
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bility  claim  is  filed.   Industry  information  indicates  that 
more  claims  are  being  filed  each  year  and  for  greater  amounts. 
In  addition  to  claims  that  may  be  awarded  or  settled  the  allo- 
cated expense  of  the  companies  -  i.e.,  engineer  time  travel, 
has  risen  dramaticelly . 

General  aviation  aircraft  usually  remain  in  the  fleet  for 
a  number  of  years.   It  is,  not  unusual  to  have  an  aircraft  that 
was  manufactured  20  or  30  years  ago  still  active  in  the  fleet 
today.   The  time  span  between  manufacture  of  a  product  and  the 
incident  resulting  in  the  claim  has  in  some  instances  been  over 
2  0  years.   Obvioualy  the  manufacturer  does  not  have  control 
over  the  product  after  it  is  on  the  marketplace.   In  some 
instances,  a  manufacturer's  product  is  modified  or  changed  and 
is  not  maintained  in  accordance  with  the  manufacturer's 
approved  specification.   In  such  cases  the  original  manufacturer 
should  be  relieved  of  the  responsibility. 

(b)  At  the  end  of  1964,  only  three  claims  were  pending.   At 
the  end  of  1973,  224  claims  were  open.   In  the  case  of  one 
company,  210  suits  were  open  at  the  end  of  1975,  in  contrast 
to  8  0  open  at  the  end  of  1971. 

(c)  Surveys  show  that  in  1964,  93  claims  were  filed  and  in 
1971,  there  were  321.   In  1973  there  were  253  claims  filed. 
In  1973  for  one  aircraft  manufacturer  alone  136  suits  amount- 
ing to  over  108  million  were  filed. 
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(d)  In  1971,  the  amount  of  open  claims  was  13.5  million. 

In  1973,  the  total  was  10.7  million.   Often,  of  course,  suits 
are  filed  at  a  later  date. 

(e)  Industry  information  does  not  reflect  the  total  claims 
filed  each  year.   Again  using  one  company's  figures,  62.3 
million  was  sought  in  1971  and  108.3  million  in  1975. 

(d)   About  50%  of  the  claims  are  paid  out  in  the  third  to 
fifth  year  after  being  filed. 
Special  Programs  (12) 

Most  GAMA  companies  have  special  offices  i.e..  Product 
Integrity  office  -  and  full  time  personnel  working  on  product 
liability.   Most  of  these  programs  were  established  prior  to 
1974  to  cope  with  the  growing  product  liability  problems. 
In  addition  to  reviewing  internal  company  programs,  these 
offices  assist  insurance  companies  and  provide  defense  of  claims. 
Numerous  specific  actions  have  been  taken  including  items 
listed  in  (12c)  . 
Conclusion: 

General  aviation  manufacturing  represents  one  of  many 
industries  that  are  being  affected  by  the  growing  product 
liability  problem.   Unless  action  is  taken  to  reverse  the 
current  trends,  the  already  limited  market  for  aviation 
insurance  may  further  erode.   The  inability  of  companies,  par- 
ticularly smaller  companies,  to  obtain  insurance  at  reasonable 

costs  could  force  a  number  of  manufacturers  out  of  business. 
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The  General  Aviation  Manufacturers  Association  strongly  recommends 
that  federal  and  state  laws  be  reformed.   Specifically,  the  following  should 
be  considered  and  adopted: 

1.  Establish  a  statute  of  limitations  that  begins  to  run  when  the 
product  is  first  sold. 

2.  Establish  reasonable  standards  of  warning. 

3.  Establish  the  state  of  the  art  against  which  the  product  is  to  be 
judged  as  that  existing  at  time  of  manufacture  of  the  product. 

4.  Establish  and  limits  the  grounds  for  punitive  damage  claims. 

5.  Establish  a  graduated  contingency  fee  scale  as  a  first  step  and 
further  establish  court  set  award  of  attorney's  fees  and  costs 
of  litigation  to  the  successful  litigant. 

6.  Limit  work  related  claim  to  Worker's   Compensation  benefits. 

7.  Modify  collateral  source  rule. 

We  urge  that  these  and  other  recommendations  be  considered  by  the 
Interagency  Task  Force. 
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GRINDING  WHEEL  INSTITUTE 

1230   Keith    Building,   Cleveland,  Ohio   44115    •    (216)  241-7333    •    Telex   980-393 

Organized  for  the  Development  of  Efficient  and  Safe  Grinding  Practices 
THOMAS  ASSOCIATES  INC.,  Wanapers  September    9,     1976 


Mr.  Robert  A.  Ricciuti 
Room  2814  A 

U.S.  Department  of  Comnerce 
Washington,  DC  20230 

SUBJECT:  Product  Liability  Insurance  Problems  -  Grinding  Wheel  Industry 

Dear  Bob: 

This  is  further  confirmation  of  the  recent  phone  conversation  we  had  with 
respect  to  some  data  we  tried  to  develop  on  the  subject  within  the  membership 
of  the  Grinding  Wheel  Institute.  The  responses  we  received  were  such  as  to 
prevent  a  straightforward  tabulation.  If  we  had  followed  that  course,  the 
results  would  be  very  misleading  and,  in  fact,  meaningless.  I  believe,  there- 
fore, that  the  best  and  only  alternate  available  is  for  me  to  make  some  gen- 
eralized statements  which  accurately  reflect  the  situation.  These  observations 
are  as  follows: 

1.  Responses  received  to  our  inquiry  represent  in  excess  of  70%  of  the  dollar 
volume  of  bonded  abrasives  manufactured  in  the  U.S. 

2.  The  total  number  of  product  liability  claims  in  1975  was  76%  greater  than 
in  1970.  When  the  number  of  claims  Sre  analyzed  with  regard  to  company 
size,  the  middle  and  large  companies  incurred  a  58%  increase  in  number  of 
claims  for  the  1970-75  period,  whereas  the  small  companies  experienced  a 
350%  increase. 

3.  The  total  number  of  actual  claims  that  were  litigated  increased  uniformly 
in  the  industry  regardless  of  comoany  size  by  375%  during  the  period  1970 
to  1975. 

4.  There  appears  to  be  no  trend  in  court  judgments  against  the  manufacturers. 

5.  Cost  of  product  liability  coverage  increased  from  1970  to  1975  by  185%. 
The  median  increase  was  113%.  Several  companies  additionally  reported 
their  1976  insurance  premiums  as  compared  to  1975  and  the  increase  was  a 
shocking  198%,  and  that  increase  was  primarily  with  small  companies.  This 
is  an  average.  One  company  reported  that  their  premium  went  from  $8,000 
to  $80,000. 

I  trust  the  foregoing  will  be  of  some  value  to  you. 

Best  regards. 


APW:gm 

^^  aIlen  p.  wherry 
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030      FIFTEENTH      STREET,      N.W.,      WASHINGTON,      DC-      20005      •      TELEPHONE      (202)      452-8240 


Results  of  the  Association's  Questionnaire  on  Product  Liability  Insurance 

On  February  26,  HIMA.  sent  a  questionnaire  to  the  Official  Represen- 
tatives and  the  Official  and  Additional  Correspondents  of  our  160  menber 
firms  requesting  information  on  each  conpany's  experience  with  product 
liability  coverage.     At  the  close  of  business,  April  2,  HIMA  had  received 
forty-eight   (48)   responses   (30%  of  the  meirbers) ,  the  results  of  which  are 
as  follows: 

1.  Forty-six  (46)  of  the  forty-eight  submissions  indicated 
whether  the  respondent  was  or  was  not  experiencing  pro- 
duct liability  insurance  coverage  frroblems. 

.     Thirteen   (13)   respondents    (or  28  percent)   stated  they 
were  "not  experiencing  significant  problems  with   ... 
product  liability  coverage". 

.     The  remaining  thirty-three   (or   72  percent)   reported 
they  were  experiencing  insurance  problems  in  one  form 
or  another,*  viz: 

-  Increased  deductible  --  Eleven  firms,   24  percent. 

-  Escalating  premiums  --  Thirty  one  respondents,  67 

percent.    ** 

-  Only  partial  coverage  available  --  Three  conpanies, 

7  percent. 

-  Loss  of  coverage  --  Seven  firms,  15  percent. 

-  Seven  companies  (15  percent  of  the  46  responding)  identified 
other  concerns.  These  additional  problems  included  diffi- 
culty in  getting  any  coverage  at  an  affordable  price; 

loss  of  excess  coverage;  and  refusal  to  cover  new  products. 

2.  Three  conpanies,  among  those  responding,  self- insure. 


*   It  should  be  noted  at  this  juncture  that  eighteen  (18)  or  55  percent  of 
these  thirty-three  firms  reported  multiple  problems. 

**  Conparing  1976  premitims  with  those  paid  in  1975,  the  average  of  increases 
in  premiums  reported  was  215%. 
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Observations 

It  seems  clear  that  tne  chief  problem  at  the  noment  is 
with  escalating  premiums,  but  from  the  comments  included 
with  the  questionnaire,  loss  of  coverage  is  a  reality  now  for 
some  and  on  the  horizon  (within  one  to  three  years)  for  many^ 
Several  responses  included  examples  of  increased  premiums 
or  lost  coverage  even  after  a  long  history  (15  years  in 
one  instance  and  12  years  in  two  others)  of  doing  business 
vdth  a  specific  insurance  conpany  and,  in  that  period, 
having  an  excellent  safety  record.  There  is  some  evidence 
to  support  the  view  that  insurance  companies  assign  risk 
on  the  basis  of  product  characteristics  alone  (i.e.,  that 
the  product  is  used  for  medical  treatment) ,  and  not  on  the 
safety/ claim  record  of  the  conpany  seeking  coverage. 
("My  insurance  company  refuses  to  cover  any  new  products." 
and  "The  insurance  coirpanies  don't*  seem  to  want  to  write 
policies  for  iiBdical  device  manufacturers.")  Further,  there 
was  no  indication  in  the  responses  that  it  was  only  the 
more  sophisticated  medical  products  which  "fri^tened"  away 
insurance  conpanies.  Medical  devices  and  their  manufacturers 
appear  simply  to  represent  a  high  risk  --  presumably  because 
of  the  proliferaticHi  in  malpractice-  and  product  liability 
■  litigation. 
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Industrial  Heating  Equipment  Association 
1901  N.    Moore  Street 
Arlington,    Virginia    22209 
(703)  525-2513 


DATA  SHEET 


The  Industrial  Heating  Equipment  Association  is  a  national  trade  association 
representing  the  major  segments  of  the  industrial  heat  processing  equipment 
industry.     Member  companies  maintain  manufacturing  facilities  and  offices  through- 
out the  United  States  and  in  some  foreign  countries. 

Members  design  and  manufacture  equipment  that  employs  heat  to  produce  or 
modify  the  materials  and  comiponents  incorporated  into  finished  products.     There 
is  no  manufacturing  industry  which  is  not  dependent  at  some  point  on  the  equipment 
and  processing  engineered  by  the  Heat  Processing  Industry. 

End  users  include  the  strategic  industries  of  aerospace,   automobile,    com- 
puters and  electronics  and  the  basic  industries  of  chemicals,    metals,    rubber, 
textiles  and  wood.     A  product,   whether  clothing,   hardware,    grocery  or  appliances, 
at  one  or  more  points  in  its  manufacture  was  processed  by  equipment  designed 
and  built  by  the  Heat  Processing  Industry. 

Members  of  the  Industrial  Heating  Equipment  Association  operate  worldwide 
engineering  and  constructing  industrial  heating  equipment  of  all  sizes.      Equipment 
includes:     Melting  and  Heating  Furnaces  for  steel,    aluminum  and  other  non-ferrous 
metals;  Industrial  Ovens  used  to  heat  process  components  in  a  wide  variety  of 
industries.  ..  rubber ,    curing,    plastics  forming  and  coating,    spraying,    drying  and 
baking  of  many  compounds;  Ceramic  Ovens  and  Kilns  for  providing  optimum 
properties  in  clay  and  glass  products;  Heat  Treating  Furnaces  for  conditioning 
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metals  during  processing,    ranging  in  size  from  huge  continuous  coil  annealing 
equipment  to  benchtop  tool  and  die  hardening  lurnaces;  Induction  Heating  Machines 
using  electrical  energy  for  melting,    heat  treating,    and  controlling  the  shape  or 
characteristics  of  a  variety  of  materials;  Atmosphere  Generators,    which  provide 
the  proper  gaseous  environment  to  protect  the  surfaces  of  parts  being  processed 
or  to  react  with  the  parts  being  processed  to  form  desired  chemical  ajid  physical 
properties;  Instrumentation  for  controlling  and  recording  temperatures,   time, 
movement,    and  other  process  parameters;  and.    Combustion  Apparatus  and  Heat 
Exchangers  used  in  generating  and  controlling  flame  and  optimum  utilization  of 
heat  for  fuel  conservation  and  pollution  reduction. 


3/9/76 
2/10/76 
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PRODUCT  LIABILITY  SURVEY 
INDUSTRIAL  HEATING  EQUIPMENT  ASSOCIATION 

Number  of  Firms  Responding^  by  Size  of  Sales 

No.  of  Firms  Surveyed  204 

Total  Number  Responding i  53 


Under  $5  million 
§5  to  $10  million 
$10  to  $20  million 
$20  to  $50  million 
$50  to  $100  million 
Over  $100  million 


31 
9 
6 
4 
2 
1 


I. 


PRODUCT  LIABILITY  INSURANCE  COVERAGE 


Companies  with  'Product  Liability  Insurance       49 
Companies  without  Product  Liability  insurance     4 

The  type  of  Product  Liability  insurance  carried: 


Primary  coverage  only 
Primary  and  umbrella  coverage 
Umbrella  on-ly 
Not  designated 


12 

29 

7 

1 


Primary  Coverage 


1.  •  Limits 

of  Liabil 

ity: 

Number  of 

Firms 

Year 

Mean 

Median 

Reporting 

1975 

$770,000 

$500,000 

•  37 

1974 

319,000 

500,000 

31 

1973 

809,000 

500,000 

27 

1972 

911,000 

500,000 

23 

1971 

881,000 

50.0,000 

21 

2.   Deductibles: 

Number  of 

Firms 

Year 

Mean 

Median 

Reporting 

1975 

$12,600 

$10,000 

8 

1974 

16,700 

10,000 

3 

1973 

16,7.0  0 

10,000 

3 

1972 

16,700 

10,000 

3 

1971 

10,000 

10,000 

1 
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3.   Annual  Cost  per  Thousand  Dollars  of  Sales 


4. 


Nuinb( 

ar   of 

Firms 

Year 

Mean 

Median 

Repo: 

trting 

1975 

$1.95 

$1.05 

29 

1974 

1.27 

.'86 

22 

1973 

1.05 

.75 

19 

1972 

1  .01 

.71 

13 

1971 

.95 

.59 

12 

Total 

Cost: 

Numb( 

3r  of 

Firms 

Year 

Mean 

Median 

Reporting 

1975 

$36,479 

$3,400 

28 

1974 

40,208 

2,900 

26 

1973 

36,690 

2,000 

20 

1972 

36,307 

1,900 

19 

1971 

56,243 

2,100 

21 

Note:   The  median  figure  represents  a  firm  with  sales 
of  less  than  $5  million. 


Umbrella  Coverage 


1. 

Limits 

of  Liability: 

- 

Number  of 

Firms 

Year 

Mean 

Median 

Reporting 

1975 

$6,887,000 

$5,000, 

.000 

31 

1974 

7,352,000 

5,000, 

.000 

27 

1973 

7,665,000 

5,000, 

.000 

23 

1972 

7,286,000 

5,000, 

.000 

21 

1971 

6,842,000 

5,000, 

.000 

19 

2. 

Total 

Cost: 

Number  of 

Firms 

Year 

Mean 

Median 

- 

Reporting 

1975 

$9,648 

$2,800 

25 

1974 

6,171 

2,900 

21 

1973 

12,494 

2,900 

17 

1972 

10, -140 

1,700 

15 

1971 

12,136 

1,500 

11 
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Reasons  for  Not  Carrying  Product  Liability  Insurance 

Self  insured  2 

Too  expensive  1 

Not  designated  1 

II,   PRODUCT  LIABILITY  CLAIMS  EXPERIENCE 

Companies  reporting  Product  Liability  claims/suits 
during  the  last  six, years.  22 

Companies  reporting  no   Product  Liability  claims/suits 
during  the  last  six  years.  31 

Claims/Suits  Filed  Each  Year 

1.   Number  of  Claims/Suits  filed: 


Number  of  Number  of  Firms 

Year    Claims/Suits  Reporting  Claims/Suits 

1975         33  14 

1974        17  10 

1973         15  9 

1972          8  7 

1971        15  8 

2 .   Amount  of  Damages  Sought; 


Year 

Damages 
Sought 

Number  of 
Reporting 

Firms 
Damages 

1975 
1974 
1973 
1972 
1971 

$53,637,000 

5,857,000 

1,826,000 

1,417,000 

586,500 

11 
7 
6 
5 
5 

Claims/Suits 

S€ 

ittled  out  of 

Court 

Year 

Claims/Suits      CI 
Dropped          S 

2 
3 

1 
1 
3 

aims/Suits 
ettled 

5 
3 
2 

1 
7 

Settlements 
Paid 

1975 
1974 
1973 
1972 
1971 

$391,000 
67,000 
91,000 
25,000 
78,800 
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Court  Suits 

Judgments 
Year      Suits  Won       Suits  Lost  Paid 

1975  0                1  $65,000 

1974  0                1  10,000 

1973  1                 0  0 

1972  GO  0 

1971  0                 0  0 

Claims/Suits  Pending  at  End  of  Year 

1.   Total  Number  of  Claims/Suits  Pending; 

Number  of  Companies 
Nuinber  of  Claims/Suits   Reporting  Pending 
Year         Pending Claims/Suits 


2. 


1975 

57                     18 

1974 

32                     13 

1973 

22                      10 

1972 

11                      7 

1971 

5                      4 

Total 

Damages  Sought  in  Pending  Claims/Suits: 

Number  of  Companies 

Reporting  Pending 

Year 

Damages  Sought            Damages 

1975 

$79,500,200 

1974 

9,582,500 

1973 

4,935,500 

1972 

4,733,000 

1971 

3,588,000 

17 

10 

7 

4 

2 
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SMALL  FIRMS  (TOTAL  SALES  UNDER  $5  MILLION) 
Total  Number  Responding:  31 


I.  PRODUCT  LIABILITY  INSURANCE  COVERAGE 

Companies  with  Product  Liability  Insurance 
Companies  without  Product  Liability  Insurance 

The  type  of  Product  Liability  insurance  carried; 


28 
3 


Primary  coverage  only 
Primary  and  umbrella  coverage 
Umbrella  only 
Not  designated 

Primary  Coverage 

1.   Limits  of  Liability; 


2.   Deductibles: 


10 
16 

1 
1 


Year 

Mean 

Median 

1975 

$12,000 

$10,000 

1974 

-0- 

-0- 

1973 

-0- 

-0- 

1972 

-0- 

-0- 

1971 

-0- 

-0- 

Number  of  Firms 


Year 

Mean 

Median 

Reporting 

1975 

$579,000 

$500,000 

21 

1974 

579,000 

500,000 

17 

1973 

523,000 

500,000 

13 

1972 

656,000 

500,000 

9 

1971 

573,000 

500,000 

9 

Number  of  Firms 
Reporting  Deductibles 
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Annual  Cost  per  Thousand  Dollars  of  Sales 


Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

1.88 

1.02 

19 

1974 

1.14 

.82 

14 

1973 

.86 

.69 

12 

1972 

1  .53* 

.69 

8 

1971 

.66 

59 

7 

4 .   Total 

Cost: 

Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$3,994 

$1,500 

17 

1974 

1,738 

1,000 

16 

1973 

1,291 

1,400 

11 

1972 

1,128 

1,100 

7 

1971 

857 

-900 

7 

Umbrella  ( 

Coverage 

1.   Limits  of  Liabili 

■ty: 

Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$4,107,000 

$5,000,000 

14 

1974 

2,864,000 

2,000,000 

11 

1973 

3,038,000 

2,000,000 

8 

1972 

3,833,000 

5,000,000 

6 

1971 

3,167,000 

5,000,000 

6 

2.   Total 

Cost: 

Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$4,946 

$   500 

13 

1974 

3,111 

1,000 

9 

1973 

19,650** 

1,600 

fi 

1972 

1,672 

r,  700 

5 

1971 

18,075*** 

1,500 

4 

*  This  figure  is  $0.69  if  one  firm  reporting  $8.72  per 

thousand  is  excluded. 
**  This  figure  is  $3,580  if  one  firm  reporting  $100,000  is 

excluded. 
***  This  figure  is  $767  if  one  firm  reporting  $70,000  is 
excluded . 
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Reasons  for  Not  Carrying  Product  Liability  Insurance 

Self  insured  1 
Too  expensive  1 
Not  designated      1 

II.   PRODUCT  LIABILITY  CLAIMS  EXPERIENCE 

Companies  reporting  Product  Liability  claims/suits 
during  the  last  six  years  7 

Companies  reporting  no  Product  Liability  claims/suits 
during  the  last  six  years  24 

Claims/Suits  Filed  Each  Year 


1 .   Number 

of 

Claims/Suits  Fi 

led: 

Number  c 
Reportii 
Claims/i 

Year 

Number  of 
Claims/Suits 

3f  Firms 
Suits 

1975 
1974 
1973 
1972 
1971 

14 
3 
1 
1 
2 

5 
2 

1 
1 
2 

2 .   Amount 

of 

Damages  Sought: 

Year 

Damages  Sought 

Number  of 
Reporting 

Firms 
Damages 

1975 
1974 
1973 
1972 
1971 

$»14,455,000 

817,000 

1,500,000 

1,000,000 

36,000 

5 
2 

1 
1 
2 

Claims/Suil 

ts 

Settled  out  of  Court 

Settle 

Pc 

c; 

Year     D] 

Laims/Suits     Claims/Suits 
ropped          Settled 

0  2 

1  0 
0                  0 

0  0 

1  1 

^ments 
iid 

1975 
1974 
1973 
1972 
1971 

$128,000 

0 

0 

0 

6,000 
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Court 
Year 

Suits 

Suits  Won 

0 
0 

1 
0 
0 

>/Suits  Pending 

at 

Judgments 
Suits  Lost         Paid 

1975 
1974 
1973 
1972 
1971 

Claims 

0                -0- 
0                -0- 
0                -0- 
0                -0- 
0                -0- 

End  of  Year 

1. 

Total 

Number 

of 

Claims/Suits  Pending: 

Year 

1975 
1974 
1973 
1972 
1971 

Total 

Nur 

Clc 

Pel 
Damages  Sc 

aber  of               Number  of  Companies 
iims/Suits            Reporting  Pending 
iding                 Claims/Suits 

2. 

15                         5 
3                         3 

1                         1 
1                         1 
0                         0 

jught  in  Pending  Claims/Suits: 

Year  Damages  Sought 

1975  $15,851,500 
1974  1,030,000 
1973  1,000,000 
1972  1,000,000 
1971  -0- 


Number  of  Companies 
Reporting  Pending 
Damages 
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MEDIUM  SIZE  COMPANIES  (TOTAL  gALES  OF  $5  to  $10  MILLION) 
Total  Number  Responding     9 


I.   PRODUCT  LIABILITY  INSURANCE  COVERAGE- 

Companies  with  Product  Liability  Insurance 
Companies  without  Prqduct  Liability  Insurance 

The  type  of  Product  Liability'  insurance  carried: 


Primary  coverage  only 
Primary  and  Umbrella  coverage 
Umbrella  only 

Primary  Coverage 

1.   Limits  of  Liability: 


Year 

1975 
1974 
1973 
1972 
1971 


Mean 

$620,000 
600,000 
600,000 
600,000 
600,000 


2.   Deductibles: 


Year 

1975 
1974 
1973 
1972 
1971 


Mean 

-0- 
-0- 
-0- 
-0- 
-0- 


Median 

$500,000 
500,000 
500,000 
500,000 
500,000 


Median 

-0- 
-0- 
-0- 
-0- 
-0- 


Number  of  Firms 
Reporting 

5 
3 
3 
3 
3 


Number  of  Firms 
Reporting  Deductibles 


3.   Annual  Cost  Per  Thousand  Dollars  of  Sales 


Year 


Mean 


1975 

1.03 

1974 

.64 

1973 

.62 

1972 

.64 

1971 

.67 

Median 

.79 
.64 
.62 
.64 
.67 


Number  of  Firms 
Reporting 

3 
2 
2 
2 
2 
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4.   Total  Cost: 


Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$5,400 

$4,400 

3 

1974 

4,000 

4,000 

2 

1973 

2,350 

2,350 

2 

1972 

1,900 

1,900 

2 

1971 

2,950 

2,950 

2 

Umbrella 

Coverage 

1.   Limits  of  Liabili 

^y.-' 

Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$2,750,000 

$2,500,000 

4 

1974 

3,333,000 

3,000,000 

3 

1973 

3,333,000 

3,000,000 

3 

1972 

2,667,000 

2,000,000 

3 

1971 

2,333,000 

2,000,000 

3 

2 .   Total 

Cost: 

Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$2,467 

$2,000 

3 

1974 

2,200 

1,400 

3 

1973 

1,133 

1,400 

3 

1972 

933 

800 

3 

1971 

1,150* 

1,150 

2 

Reasons  for  Not  Carry 

ing  Product 

Liabil 

ity  Insurance 

II.  PRODUCT  LIABILITY  CLAIMS  EXPERIENCE 

Companies  reporting  Product  Liability  claims/suits 
during  the  last  six  years  4 

Companies  reporting  no  Product  Liability  claims/suits 
during  the  last  six  years.  5 
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Claims/Suits  Filed  Each  Year 


1 .   Number 

of 

Claims/Suits  Fi 

led: 

Number  of 
•Reporting 

Year 

Number  of 
Claims/Suits 

Firms 
Claims/Suits 

1975 
1974 
1973 
1972 
1971 

I 
I 
2 
0 
2 

1 
1 
2 

0 

1 

2 .   Amount 

of 

Damages  Sought: 

- 

Year 

Damages  Sought 

Number  of 
Reporting 

Firms 
Damages 

1975 
1974 
1973 
1972 
1971 

$6,000,000 

100,000 

155,000 

-0- 

62,000 

1 
1 
2 
0 

1 

Claims/Sui 

ts  1 

Settled  out  of  Court 

Suits 
ed 

c 

CI 
Year      I 

aim 
3ro] 

0 
0 
0 
0 
0 

3/Suits      Cla 
?ped           S 

ims/ 
ettl 

Settlements 
Paid 

1975 
1974 
1973 
1972 
1971 

0 
1 
0 
0 
2 

-0- 

$40,000 

-0- 

-0- 

62,000 

Court  Suit 

3 

Year 

Suits  Won       Su 

0 
0 
0 
0 
0 

its 

0 
0 
0 
0 
0 

Lost 

1. 

rudgments 
Paid 

1975 
1974 
1973 
1972 
1971 

-0- 
-0- 
-0- 
-0- 
-0- 
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Claims/Suits  Pending  at  En4  of  Year 

1 .   Total  Number  of  Claims/Suits  Pending; 


Year 

1975 
1974 
1973 
1972 
1971 


Number  of 
Claims/Suits 
Pending 

3 
2 
2 
0 
0 


Number  of  Companies 
Reporting  Pending 
Claims/Suits 


2.   Total  Damages  Sought  in  Pending  Claims/Suits; 


Year  Damages  Sought 

1975  56,155,000 
1974  155,000 
1973  155,000 
1972  -0- 

1971  -0- 


Number  of  Companies 
Reporting  Pending 
Damages 
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LARGE  COMPANIES  (TOTAL  SALES  OVER  $10  MILLION) 

Total  Nuittber  Responding        13 

I.   PRODUCT  LIABILITY  INSURANCE  COVERAGE 

Companies  with  Product  Liability  Insurance    13 
Companies  without  Product  Liability  Insurance   0 

The  type  of  Product  Liability  Insurance  carried: 


Primary  coverage  only 
Primary  and  Umbrella  coverage 
Umbrella  only 

Primary  Coverage 


1. 

Limits 

of  Liability 

— 

Number  of  Firms 

Year 

Mean 

-Median 

Reporting 

1975 

$1,205,000 

$1,000,000 

11 

1974 

1,250,000 

1,000,000 

11 

1973 

1,205,000 

1,000,000 

11 

1972 

1,205,000 

1,000,000 

11 

1971 

1,283,000 

1,000,000 

9 

2. 

Deductibles: 

Number  of  Firms 

Year 

Mean 

Median 

Reporting  Deductibles 

1975 

$13,000 

$10,000 

5 

1974 

16,700 

10,000 

3 

1973 

16,700 

10,000 

3 

1972 

16,700 

10,000 

3 

1971 

10,000 

10,000 

1 

3. 

Annual 

Cost  per  Thousand  Dollars 

of  Sales: 

Number  of  Firms 

Year 

Mean 

Median 

Reporting 

1975 

$2.54 

$1.43 

7 

1974 

1.78 

1.00 

6 

1973 

1.71 

1.00 

5 

1972 

1.77 

.86 

4 

1971 

1.80 

1.21 

3 
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4.   Total  Costj 


Number  of 

Firms 

Year 

Mean 

Median 

I 

Repo. 

rting 

1975 

$117,162 

$40,000 

8 

1974 

126,200 

29,400 

8 

1973 

102,129 

59,100 

7 

■ 

1972 

88,817 

17,000 

6 

1971 

155,100 

23,300 

5 

Unbrella 

Coverage 

1.   Limits  of  Liability: 

Numb( 

2r  of 

Firms 

Year 

Mean 

Median 

L 

Repo. 

trting 

1975 

$16,538,000 

$10,000, 

000 

13 

1974 

12,077,000 

10,000, 

000 

13 

1973 

11,833,000 

5,000, 

000 

12 

1972 

10,167,000 

5,000, 

000 

12 

1971 

10,400,000 

5,000, 

000 

10 

2 .   Total 

Cost: 

Nximber  of  Firms 


Year 

Mean 

Median 

Reporting 

1975 
1974 
1973 
1972 
1971 

$18,833 

12,522 

ll-'388 

9,386 

11,780 

$13,600 

10,700 

8,600 

6,300 

6,400 

9 
9 
8 
7 
5 

PRODUCT  LIABILITY  CLAIMS 

EXPERIENCE 

Companies  reporting  Product  Liability  claims/suits 
during  the  last  six  years. 


11 


Companies  reporting  no   Product  Liability  claims/suits 
during  the  last  six  years.  2 
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Claims/Suits  Filed  Each  Year 


1.   Number 

of 

Claims/Suits  Piled: 

Year 

Number  of 
Claims/Suits 

Number  of  Firms 
Reporting 

1975 
1974 
1973 
1972 
1971 

18 
13 
12 
7 
11 

8 
7 
6 
6 
8 

2 .   Amount 

of 

Damages  Sought: 

t 

Year 

Damages  Sough 

Number  of  Firms 
-Reporting  Damages 

1975 
1974 
1973 
1972 
1971 

$33 
7 

1 

,182,000 
,140,000 

171,000 
,417,000 

488,500 

5 
4 
3 
4 
2 

Claims/Suits  i 

Settled 

out  of  Court 

./Suits 
ed 

C 
Year 

:iaims/Suits      CI 
Dropped           S 

2 
2 

1 
1 
2 

aims 
ettl 

3 
2 
2 

1 
5 

Settlements 
Paid 

1975 
1974 
1973 
1972 
1971 

$262,500 
29,000 
91,000 
25,000 
10,800 

Court  Suits 

Year 

Suits 

0 
0 
0 
0 
0 

Won 

Suits  Lost 

1 
1 
0 
0 
0 

Judgments 
Paid 

1975 
1974 
1973 
1972 
1971 

$65,000 

10,000 

-0- 

-0- 

-0- 
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Claims/Suits  Pending  at  End  of  Year 

1 .  Total  Nximb^r  of  Claims/guits  Pending; 

Number  of            Number  of  Companies 
Claims/Suits         Reporting  Pending 
Year  Pending Claims/Suits 

1975  39  10 

1974  27  8 

1973  19  7 

1972  10  6 

1971  5  4 

2.  Total  Damages  Sought  in  Pending  Claims/Suits ; 

Number  of  Companies 
Reporting  Pending 
Year     Damages  Sought  Damages 

9 
6 
4 
3 
2 


1975 

$57,593,700 

1974 

8,397,500 

1973 

3,780,500 

1972 

3,733,000 

1971 

3,588,000 
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MACHINERY  AND  ALLIED 
PRODUCTS  INSTITUTE 

A  copy  of  a  MAPI  report  titled  Products 
Liability:  A  MAPI  Survey  which  contains 
data  and  analysis  of  survey  results  can 
be  obtained  from  the  Machinery  and  Allied 
Products  Institute,  1200  Eighteenth  St,N.W. 
Washington,  D.C.  20036  at  a  cost  of  $3.00 
for  participating  firms,  $6.00  for  members 
and  $10.00  for  non-members. 
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NATIONAL  MACHINE  TOOL  BUILDERS 
ASSOCIATION 
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c 


RESULTS  OF  NMTBA 
PRODUCT  LIABILITY  SURVEY 

(60  Responses) 

A.   Total  Company  Sales  (Including  Machine  Tools  &  Other  Industrial 
Equipment) . 

Average         Average  Cost 
Premium  Cost    per  $M  of  Sales 

15  Less  than  $2,500,000 

14  $2,500,000  to  $5,000,000 

7  $5,000,000  to  $7,500,000 

7  $7,500,000  to  $15,000,000 
9  $15,000,000  to  $50,000,000 

8  Over  $50,000,000 


$   5,600 

$  7.51 

18,400 

6.48 

91,500 

19.16 

88,100 

12.30 

107,800 

3.48 

158,500 

2.68 

B.   What  is  Your  Primary  Product  Liability  Insurance  Coverage? 

1976       1975       1972       1970 


Limits  of 

Liability  $  558M      $  569M     $  552M     $  598M 

Deductible, 

if  any  $41,000*    $27,000* 

Annual  cost  per 
thousand  dollars 
of  sales  $   7.23     $   3.83    $  2.17     $  2.17 


Total  Cost  $71,000     $40,000    $15,000    $10,000 


* 


Includes  only  those  14  companies  with  1976  deductibles 
41  companies  have  none,  and  5  N/A 


C.   Average  Cost  of  Umbrella  Coverage;   $13,000  (Since  it  is 
difficult,  if  not  impossible,  to  break  out  the  product 
liability  portion  under  umbrella  coverage,  answers  relate 
to  total  umbrella  coverage.) 
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D.   Product  Liability  Claims  Experience:   Has  your  company  been 

involved  in  a  product  liability  claim  during  the  last  six  years? 

39    Yes  (65%)  21    No  (35%) 

If  the  answer  is  Yes ,    please  complete  the  following: 

1976     1975 
No.  of  Claims      67      166     538  from  1970  to  1974  (ave.  108  per  year) 

1.  Claims  Settled  Out  of  Court: 

Total      %  of  Total     %  of  Resolved  Claims 

No.  of  Claims 

Dropped  186  23%  48% 

No.  of  Claims 
settled  out 
of  court  145  18%  37% 

Amount  of  settlements 
paid  by  you  or  your 

insurance  company  in    $18,000  Average  Settlement  —  Ranges 
out-of-court  settle- 
ments from  $1,500  to  $55,000 

2.  Claims  Actually  Tried  in  Court; 

%  of  Resolved  Claims 

No.  of  Suits  58  7%  15% 


Total 

%    of   Total 

58 

7% 

42 

5% 

No.  of  Suits 

won  by  you  42  5%  11% 

No.  of  Suits 
won  by 
plaintiff  16  2%  4% 

Amount  of 

court  judgments       Average  judgement  —  $256,000  —  Ranges 
against  you  from  $5,200  to  $1,750,000 

TOTAL  NO.  OF  CLAIMS 

PENDING  AT  END  OF  , 

YEAR  436  53% 


28  Companies  have  no  claims  pending 

32  Companies  have  claims  pending 

Average  of  L4  claims  per  company         ^-88 


E.   What  Year  Was  the  Machine  Tool  Manufactured  on  Which  the 
Accident/Injury  Occurred:  (Base  -  504) 


No. 

of  Accidents 
Reported 

Percentage  of 
Total  Known 

1920-35 

45 

7% 

1936-45 

66 

18% 

1946-50 

87 

32% 

1951-55 

70 

44% 

1956-65 

189 

75% 

1966-To 

Present 

47 

8%  Less  than 
10  yrs.  old 

Unknown 

469 

Employee  Profile  (Base  -  892) 

(1)   Number  of  accs/injs  occurred  to  machine  tool 
operators 

Number  of  accs/injs  occurred  to  setup  men 
or  maintenance  personnel 

Number  of  accs/injs  occurred  to  other 

Unknown 


800  - 

90% 

53  - 

6% 

39  - 

4% 

81 

(2)   Age  of  injured:   (Base  -  569! 


18-20 

119  - 
204  - 

-  21% 

-  36% 

31-40 

41-50 

Over  50 

Unknown 

57  - 

-  10% 

21-25 

55  - 

-  10% 

26-30 

94  - 

-  17% 

40  - 

-   7% 

382 

Under  30 

73% 

(3)   Actual  job  experience  of  injured:   (Base  -  656) 

0-1  month 
Over   1-6  months 
Over   6  months  -  1  yr. 

1-5  years 

6-10  years 

Over  10  years 

Unknown 


190  - 

29% 

189  - 

29% 

94  - 

14% 

96  - 

14% 

41  - 

6% 

46  - 

7% 

317 

58%  employed 
under  6  mos. 


(4)   Part  of  body  injured: 

Fingers  (one  hand) 
Fingers  (two  hands) 
One  Hand 
Two  Hands 

Other  

Unknown 


(Base  -  936) 
615  -  65% 


87  - 

9% 

138  - 

15% 

14  - 

_1% 

82  - 

9% 

37 
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Alleged  Causes  of  Accidents/Injuries;   (Base  -  727) 

(1)  Equipment  Failure 

(2)  Failure  of  safeguarding  means 

(3)  Failure  of  employer  to  provide  appro- 

priate safeguarding  for  machine 

(4)  Poor  maintenance 

(5)  Lack  of  appropriate  training  of  employee 

by  employer 

(6)  Employee  failed  to  use  appropriate 

safeguarding  means  provided 

(7)  Other  employee  error  

(8)  Other 

( 9 )  Unknown 

NOTE;   Some  accidents  may  have  more  than  one  alleged  cause. 

Please  list  all  known  causes  of  a  particular  accident, 


98  - 

13% 

76  - 

10% 

461  - 

63% 

133  - 

18% 

474  - 

65% 

98  - 

13% 

139  - 

19% 

246 

****** 
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SUPPLEMENT  A 
NMTBA  PRODUCT  LIABILITY  SURVEY  RESULTS 

METAL  CUTTING  (45  Responses) 

A.   Total  Company  Sales   (Including  Machine  Tools  &  Other  Industrial 
Equipment) . 

Average         Average  Cost 
Premium  Cost    per  $M  of  Sales 

13  Less  than  $2,500,000 

9_  $2,500,000  to  $5,000,000 

3_  $5,000,000  to  $7,500,000 

6_  $7,500,000  to  $15,000,000 

7_  $15,000,000  to  $50,000,000 

7  Over  $50,000,000 


$   4,500 

$  6.27 

12,800 

4.45 

14,700 

2.98 

28,300 

5.00 

74,800 

2.59 

116,400 

1.84 

B.   What  is  Your  Primary  Product  Liability  Insurance  Coverage? 

1976       1975       1972       1970 


Limits  of 

Liability       $  570M     $  510M     $  580M     $  560M 

Deductible, 

if  any  $23,000*   $17,000* 

Annual  cost  per 
thousand  dollars 
of  sales       $  4.09     $  1.24     $  1.00     $   .89 


Total  Cost        $44,000    $20,000    $7,000     $1,900 


*  Includes  only  those  8  companies  with  1976  deductibles 
32  have  none,  and  5  N/A 
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SUPPLETffiNT  B 
NMTBA  PRODUCT  LIABILITY  SURVEY  RESULTS 

METAL  F0RI4ING  (15  Responses) 

A.   Total  Company  Sales  (Including  Machine  Tools  &  Other  Industrial 
Equipment) . 

Average         Average  Cost 
Premixim  Cost    per  $M  of  Sales 

2   Less  than  $2,500,000  $   3,900  $   3.95 


5    $2,500,000  to  $5,000,000  44,000  10.22 

5    $5,000,000  to  $15,000,000        188,200  29.53 


3    Over  $15,000,000  267,300  6.55 


B.   What  is  Your  Primary  Product  Liability  Insurance  Coverage? 

1976       1975       1972       1970 

Limits  of 

Liability  $  536M     $  516M     $493M      $688M 

Deductible, 

if  any  $65,000*   $40,000* 

Annual  cost  per 
thousand  dollars 
of  sales  $14.54     $10.42     $  4.75     $  5.45 

Total  Cost  $131,000   $84,500    $35,000    $33,000 


*  Includes  only  those  6  companies  with  1976  deductibles  — 
9  companies  have  none 
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RECREATION  VEHICLE  INDUSTRY 
ASSOCIATION 
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FINAL  REPORT  Complied  Sept.  I976 

by  Larry  Overlan,  RVIA 
ON  Regional  Legislative 

Director 


PRODUCT  LIABILITY  INSURANCE  SURVEY 
TO  MANUFACTURER  AND  SUPPLIER 
MEMBERS  OF 
RECREATION  VEHICLE  INDUSTRY  ASSOCIATION 
IU65O  Lee  Road,  Chantllly,  Va.  22021 


1.  Is  your  company  currently  self-insured  for  product  liability? 

Manufacturer  -  (M)      Yes   3     No   1*5 
Supplier     -  (S)      Yes   0     No   19 

If  your  ansve'r  is  Yes,  please  skip  to  Question  No.  2. 

If  your  ansver  is  No,  please  answer  the  following: 

a.  Do  you  have  a  decutible: 

M.   Yes  5   No   29    How  much?  $50, 000, $10, 000, $5, 000, $500 

S.  Yes  T   No   11    How  much?  $250, $500,  $2,500,  $10,000,  $50,000 

b.  Do  you  have  the  right  to  choose  your  own  legal  counsel? 

M.  Yes  16   No   31 

S.  Yes  9   No    9 

c.  Have  you  ever  been  refused  renewal? 

M.   Yes  9   No   32 
S.  Yes  7   No  Ik 

d.  Do  you  have  the  right  to  decide  how  the  case  will  be  settled  or  does 
your  insurance  company  reserve  this  privilege  by  contract? 

We  can  decide   (M)   10    Insuramce  Coapainy  decides   (M)   30 
We  can  decide   (S)    6    Insurance  Cocpany  decides   (S)   13 

e.  Have  you  been  forced  to  settle  against  your  will? 

M.   Yes  2   No   39 

S.  Yes   3   No   17 
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Considering  your  current  product  liability  insurance  costs,  please  give  us 
your  best  estimate  of  hov  much  today's  coverage  costs  our  camping  families 
in  terms  of  their  original  pruchase  price.   Please  reflect  this  cost  infor- 
mation by  product  lines  for  your  average  priced  unit  produced. 


Travel  Trailers 

5th  Wheel  Travel  Trailers 

Pickup  Campers 

Camping  Trailers 

Motor  Homes 
TYPE  A 

TYPE  B 

TYPE  C 


MEAN 
MEDIAN 

MEAN 
MEDIAN 

MEAN 
MEDIAN 

MEAN 
l-ffiDIAN 


$ 

58 

$ 

17 

$ 

75 

$ 

37 

$ 

5^ 

$ 

21 

$ 

29 

$ 

12 

MEAN 

$  lUl 

MEDIAN 

$  220 

MEAN 

$  50 

MEDIAN 

$  U6 

MEAN 

$  182 

MEDIAN 

$  38 

Can  you  relate  any  horror  stories  which  may  be  repeated  without  specific 
reference  to  the  firm  (or  product)  which  experienced  it? 


See  Page  #6  (M) 


Pages  7-8  (S) 
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Please  note,  names  of  recommending  companies  will  not  be  di^^ulged  without  prior 
permission. 

7.  Wiat  action  would  you  recommend  to  the  P  &  LA  Committee? 

Look  into  the  creation  of  a  RVIA  sponsored  Safety  Group  Dividend  Program. 
(a  self-insurance  entity  controlled  by  RVIA  and  administered  by  a  major 
insurance  company. ) 

(M)     21 
(S)      k 

Endorse  efforts  to  change  laws  at  the  state  level  which  would  reduce  the 
statute  of  limitations  on  products  liability  starting  from  the  day  of 
negligence. 

(M)     15 
(S)     10 

Your  suggestions  and  comments: 

See  Page  #6  (M)       Pages  T-8  (S) 

8.  Please  send  us  a  copy  of  The  Compilation  Report  created  from  this  survey. 

(M)     32  Yes       0  No 
(S)     13  Yes       1  No 
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MflNUFACrUHERS '  FEMARKS 
SUGGESTIONS  AND  CXM-lEITrS 

"The  most  horrible  story  we  know  of  is  that  we've -been  in  business  29  years  without 
a  fatality  on  one  of  our  products,  without  a  lawsuit  decided  against  us  in  court 
and  with  only  one  settlement  out  of  court  in  the  last  10  years  frcra  a  product  liability 
stanc^int  and  yet  our  product  liability  ins.  has  iriciTeased  20/000%  (Twenty I  Thousand.' 
Percent!)  fron  1973  to  1976.  This  is  not  counting  a  monthly  audit  charge  increase 
on  premiums  of  over  $2000  per  month  currently  dxje  to  our  increased  volune." 

"Also  pursue  an  industry  product  liability  assoc.  coverage  with  categories  i.e.  , 
fiberglass  &  steel  motor  coaches,  Alim.  coaches,  tent  trailers,  etc." 


"Ins.  rates  of  this  co.  increased  from  1975  to  1976  as  follows: 
47/1000  -  2.25/1000    or  379%" 

"Request  courts  to  reduce  settlement  amounts (judgements) . " 

"Self  insured  groqp  is  the  only  answer.  Lobby  for  greater  responsibility  on  part  of 
consimer." 

"CXir  insurance  agent  states  cost  in  item  3  above  will  doi±)le  soon." 

"Get  law  changed  so  that  person  placing  suit  must  pay  all  costs  including  defense 
costs  of  defendant  if  defendant  wins.  Also  lawyers  fees  must  be  based  on  hourly 
charge  -  not  on  %  of  take.  Applicable  to  all  product  liability  &  malpractice  suits." 

"Products  award  based  on  ccrpensable  claim  similar  to  workmen's  ocrrtpensation . " 

"Over  the  past  two  years  our  caipany  has  experienced  an  increase  of  about  2,000% 
for  products  liability  insurance.  We  use  a  large  international  insurance  broker 
who  has  taken  our  risk  to  virtually  every  liability  market  in  the  U.S.  and  Canada 
plue  Lloyd's  of  London.  Only  one  bid  was  obtained  at  a  rate  of  2%  of  gross  sales 
for  $1,000,000  in  coverage.  This  would  result  in  approximately  $400-500  being 
added  to  the  dealer  wholesale  price  of  each  of  our  class  A  motor  hemes." 

"*Over  a  three  year  period  for  which  information  is  available  from  our  insurance 
carrier,  actual  losses  (including  reserves  established  by  the  insurance  ccmpany  for 
open  claims)  amounted  to  approximately  1/4  of  1%  of  sales.  These  losses  do  not 
include  administrative,  legal  and  investigative  costs  incurred  by  our  carrier  whidi 
are  not  known  to  us . " 

"Suggest  consulting  with  insurance  ocrpanies  to  see  v^at  can  be  dene  bo  lower  liability 
rates.  If  no  helpful  response,  then  possibly  we  should  check  into  our  cwn  program." 
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SUPPLIERS'  REMARKS, 
SUGCESriONS  AND  CCMMENTS 


""Behind  closed  doors"  settlements  are  very  cxxntmn,  even  in  cases  where  we  should  not  in 
any  way  be  involved.  This  ocxrpany  seems  to  be  the  perfect  target  defendant.  Plans 
are  being  made  to  change  our  vtiole  insurance  policy." 

"We  recoTTnend  FVIA  endorse  efforts  to  have  its  menbers  help  each  other,  losing 
erployees  as  expert  witnesses,  etc.,  rather  than  always  enjoin  each  other  as 
third  parties  to  a  suit  which  autcmatically  puts  msnbers  on  opposite  sides  of  a 
suit.  If  a  mfST±)er  is  sued,  it  should  approach  its  involved  vendors  and  custarers 
for  help  instead  of  autcmatically  helping  the  plaintiff  by  pointing  accusing  fingers." 

"A  motor  home  manufacturer  had  faulty  electrical  installation  (screw  penetrating 
PC  wire  after  2  years)  as  a  result  a  5  year  old  girl  was  killed.  Owner  of  vehicle 
(not  parents  of  girl)  is  suing  59  oarpanies,  i.e.  all  sippliers,  bank,  dealer,  . 
manufacturer  etc.,  etc." 

"Our  cuiipany  has  had  no  experience  in  liability  suits." 

"       Products  account  for  only  a  small  portion  of  our  insurance  and  as  svich  no 
meaningful  answer  to  2  &  3  is  possible.  However  -  overall  losses  have  been  negligible, 
but  carrier  of  over  10  years  refused  renewal.  New  carrier  asked  for  permixm  over 
double  previous  policy." 

"Endorse  efforts  to  re-establish  the  need  for  plaintiff  to  shew  negligence  on 
part  of  manufacturer." 

We  highly  recommend  that  steps  be  taken  to  obtain  laws  on  the  following: 

1.  Plaintiff  initiating  product  liability  suits  should  be  required  to  pay 
all  court  and  defending  parties  costs  in  the  event  they  lose   in  court. 

REASON  -  Many  insurance  companies  are  not  renewing  product  liability 
policies  simply  because  the  costs  of  defending  are  completely  out  of  line. 
It  is  basically  wrong  that  anyone   should  be  allowed  to  sue  with  impunity. 

2.  Legal  fees  should  be  decided  on  a  different  basis  than  the  present 
method  of  allowing  attorneys  to  take  a  case  for  a  percentage  of  the  court 
settlements. 

REASON  -  Too  often  attorneys  end  up  with  as  much  or  more  than  the  injured. 
Thus,  the  legal  profession  is  continually  encouraged  to  ask  for  far  greate] 
amounts  than  a  given  case  warrants. 

3.  The  ridiculous  concept  of  perpetual  safety  responsibility  as  it  applie: 
to  manufacturers   and  vendors  of  equipment  should  be  abolished  in  favor  of 
common  sense  policy  based  on  reasonable  manufacturers  warranty  and  operaii< 

REASON  -  Recent  cases  involving  settlements  against  manufacturers  of  old 
equipment  are  so  ridiculous  as  to  be  stupid  beyond  intelligent  imagination 

4.  Manufacturers  and  employers  should  not  be  liable  in  cases  of  proven 
negligence  on  the  part  of  the  injured  person.  " 
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Si5>pliers'   Remarks     -  Con't. 


"After  paying  ncndnal  pronium  of  $300  per  year  for  20  yrs.  insiirance  was 

canoelled  by  carrier  with  total  claims  of  under  $2,000.     New  insurance  would 

have  cost  $6,000  en  sales  of  300,000  with  "B"  oo.  self -insured  for  6-8  months. 

Accident  occurred  on  product  sold  while  insured  during  period  of  self  insurance. 

No  ooverage— potential  claim  $50,000,   legal  fees  to  date  $20,000  and  still  going. 

Must  defend  to  avoid  $250,000  potential  •claim.     Paid  premium  on  sale  of  product,  but  due  to 

DATE  OF  ACCmFNT  there  is  no  ooverage.     Ihis  means  that  if  accidents  occur  after 

ins\iranae  is  canoelled  the  insuraivse  co.  is  off  hook  &  v*iile  we  tell  our  custoners 

vve  have  insurance,  thJ.s  can  be  canoelled  in  30  day  period." 

"Change  insurance  laws  to  cover  products  as  of  date  sold  rather  than  on  date 
of  accident. " 

"A  trailer  that  had  been  overloaded  previously,  was  not  attached  with  safety 
chains  to  towing  vehicle,  became  detached, crossed  the  median  of  a  divided  highway 
and  subsequently  ran  into  an  on-ccming  passenger  vehicle  fatally  injuring  two 
occupants." 

A  S40,000  settlement  on  a  product  that  was  not  mamiTactured 
by  o"ur  firm,   which  should  not  have  been  settled.'' 

"  Product  liability  insurance  costs  were  SICO.OO  in  197^  and 
in  1976  costs  rose  to  SaoOO.OO  for  the  same  coverage." 

It  .  ., 

One  suggesnon  for  a  statutory  remedy,  which  would 

some  means  to  discourage  claims  "without  merit"  pursued  by  opportunistic  attorneys. 

•haps,  having  the  plaintiff  absorb  the  defense  cost  if  the  claim  was  not  judged  in  his 

'or  would  discourage  this  type  of  claim.'' 
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MANUFACTURERS     AND     PREMIUMS 
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GROWTH       OF       PREMIUMS 


MEDIAN 
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RISK  INSURANCE  MANAGEMENT 
SOCIETY 
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RISK  INSURANCF  MANAHEMEMT 
SOCIETY  SURVEY 

SURVEY  INDICATIONS 

1.  More  than  40  percent  responding  have  less  than  5,000  employesr-  and  less  than 
$250  million  in  sales.  The  median  conpany  had  approximately  5,000  employees 
and  about  $350  million  in  sales. 

2.  Of  those  who  responded  to  the  survey,  tvo-third's  of  the  claims  and  suits 
filed  were  against  companies  in  five  general  industries.   These  companies 
represented  j6  percent  of  those  responding  to  that  part  of  the  survey. 
Therefore,  companies  in  those  five  categories  were  receiving  four  times  as 
many  as  the  remainder  of  the  respondents. 

3.  The  number  of  claims  brought  in  the  year  of  event  increased  36  percent  between 
1971  and  1975.   The  dollar  values  per  claim  increased  6  percent  and  combined 
increase  per  company  was  about  44  percent.   In  contrast,  fnore  was  no 
increase  in  the  nijmber  of  law  suits  bur  a  44  percent  increase  in  the  reserve 
value  of  law  suits.   The  dollar  volume  of  claims  brought  with.out  rcgerd  to 
year  of  event  increased  almost  3  tim.es. 

4.  About  34  percent  of  the  respondents  have  had  difficulty  or.  r-jnewal  of  their 
product  liability  coverages.   This  becor.es  50  percent  when  s-'irvice  companies 
are  pulled  out.   11*5  percent  have  had  some  primary  coverages  canceled  and 

18.7  percent  some  excess  coverages.   Better  than  90  percent  of  the  cancellations 
have  affected  less  than  50  percent  of  the  coverage  in  fores    at  the  time. 
Cancellation  was  probably  on  some  particular  product  lines  c;'^:d  on  some  excess 
layers. 

5.  It  is  apparent  that  manufacturers  are  having  the  most  croubl-^  with  product 
licibility  as  opposed  to  wholesalers  or  distributv^rs ,  retails:  s,  or  service 
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companies.   Better  than  70  percent  of  product  claims  against  companies  arise 
out  of  their  manufacturing  operations  rather  than  distributing,  retailing,  etc 

6.  In  1975,  the  premiums  for  primary  and  excess  insurance  and  the  insured's 
retention  or  deductible  are  about  3  times  what  they  were  in  1971.   But 
coverage  limits  were  only  increased  33  percent.   In  other  words,  the  cost 
per  dollar  of  insurance  increased  about  9  times  faster  than  the  amount  of 
insurance. 

7.  In  1971,  the  respondents  received  $46.15  of  coverage  for  every  dollar  of 
expense  including  deductibles,  premiums,  and  self-insurance  expense.  By 
1975,  this  had  been  reduced  to  $20.20. 

8.  The  primary  cause  of  the  product  liability  problem  was  identified  as  the 
"continued  erosion  of  the  fault  concept  of  liability  through  jury  verdicts, 
court  judgements,  and  legislative  action."   The  remedies  most  suggested 
included  limit  recoveries,  especially  to  permit  "state  of  the  art"  defense, 

.  and  modify  the  contingency  fee  system.. 

9.  Of  particular  interest  was  the  fact  that  66  percent  of  the  respondents  felt 
the  need  for  federal  legislation  and  57  percent  felt  that  this  should  be 
regulatory  as  opposed  to  advisory  to  the  states.   We  interpret  this  as  a  cry 
for  an  early  solution  to  the  problem  on  the  theory  we  cannot  wait  for  50 
states  to  pass  legislation. 
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RAILWAY   PROGRESS   INSTITUTE 
INDUSTRY  SURVEY 
PROFILE 

The  RPI  is  a  national  association  which  represents  the 
railroad  supply  industry.   Member  firms  produce  virtually  all 
equipment  used  by  America's  railroads  including  locomotives, 
freight  cars,  control  and  accessorV'  devices,  signal  equip- 
ment and  stampings.   Sales  in  1975  wer  about  6  billion 
dollars.   The  current  membership  numbers  200  of  chich  some- 
what less  than  half  are  leading  equipment  manufacturers.  It 
is  this  latter  segment  of  the  association  membership  who 
were  surveyed  by  the  Association. 
INFORMATION  COLLECTION 

A  partial  list  of  the  RPI  membership  was  contacted  by 
the  Association;  86  firms  engaged  in  manufacturing.   A  total 
of  13  responses  were  received;  representing  a  15%  return 
rate  with  what  appears  to  be  over  30%  of  industry  sales 
represented.   An  analysis  of  respondents  by  firm  size 
indicated  that  firms  responding  had  sales  ranging  from  5 
million  to  over  1  billion  dallars.   The  responses  peaked 
in  the  $50"^t6  $500  Trillion  strata.   Several  of  the  respond- 
ents were  unable  or  unwilling  to  answer  questions  relating 
to  claims  and  suit  histories.   Because  of  the  limited 
number  of  responses  and  the  wide  divergence  in  annual  sales, 
no  effort  was  made  to  group  firms  by  sales  category  for 
comparisons. 
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PRODUCT  LIABILITY  SURVEY 

RAILWAY  PROGRESS  INSTITUTE 

Number  of  Firms  Responding^  by  Size  of  Sales 

Total  Number  Surveyed  86 

Total  Numoer  Responding:         13 

Under  $1:0  Million:  3 

$50  to  100  Million  4 

Over  100  Million  6 

I     PRODUCT  LIABILITY  INSURANCE  COVERAGE 

Companies  with  Product  Liability  Insurance       13 
Companies  without  Product  Liability  Insurance     0 

The  type  of  Product  Liability  insurance  carried: 

Primary  and  Umbrella  Coverage  ;  13 

Primary  Coverage 


Average  Limits 

or  Costs 

(All  Firms) 

Year 

Limits 

Deductibles 
"      $118,000  (7) 

Cost/Thou. 
$0.90  (9) 

Cost 

1975 

$725,000 

(12) 

$107,000 

(12) 

1974 

625,000 

(12) 

103,000  (7) 

0.74  (9) 

88,200 

(12) 

1973 

608,000 

(12) 

96,000  (7) 

0.75  (9) 

81,600 

(12) 

1972 

608,000 

(12) 

94,000  (7) 

0.73  (8) 

73,000 

(11) 

1971 

640,000 

(11) 

47,000  (5) 

0.77  (7) 

87,000 

(8) 

1970 

630,000 

(9) 

39,000  (5) 

0.49  (5) 

119,000 

(7) 

*Number  in  bracket  indicates  number  of  firms  responding 
to  question. 

Umbrella  Coverage  &  Cost 

Average  Limits/Cost  Per  Firm  Reporting 

Year      Liability  Limits        Cost  Per  Firm 

1975  $34,100,000  (13) 

1974  38,500,000  (13) 

1973  28,000,000  (13) 

1972  21,500,000  (13) 

1971  24,700,000  (10) 

1970  25,300,000  (7) 


$26,300 

(12) 

22,200 

(11) 

21,100 

(11) 

18,300 

(11) 

20,600 

(8) 

15,300 

(6) 
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CLAIMS  AND  SUITS; 

°  Nine  of  the  11  firms  responding  to  this  question 
indicated  they  had  experienced  one  or  more  claims  or 
suits  since  1970.   A  total  of  more  than  200  claims  were 
identified. 

°  Information  relating  to  the  disposition  of  claims 
and  suits  was  generally  incomplete.   Less  than  one 
half,  or  five  firms  who  have  experienced  products 
related  claims  were  able  to  estimate  the  number  of 
claims  and  suits  filed, outstanding  damages  pending  or 
unsettled  adjudications.   (What  was  provided  has  been 
reported     below,     however,  it  should  be  emphasized 
that  this  represents  responses  for  only  five  firms) . 


Claims/Suits 


YEAR 
1975   1974   1973   1972   1971 


Filed  in  year  indicated^   20  12  6  9  3 

Damages  sought  (millions)^ $96  $88  $28  $6  $5 
Claims  pending  year 

indicated;  21  18  13  11  5 
Damages  pending  year 

indicated  (millions);   $150  $59  $35  $11  $6 


I 
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The  Society  of  the  %^i^ 

Plastics  Industry,  Inc.  ssr^' 


355  Lexington  Avenue  Ralph  L.  Harding,  Jr. 

New  York,  New  York  10017  President 

(212)573  9400 

November  11,  1976 


Mr.  Edward  T.  Barrett 
Product  Liability  Task  Force 
Room  2898-C 

U.S.  Department  of  Commerce 
14th  &  E  Street,  N.W. 
Washington,  D.C.  20230 

Dear  Mr.  Barrett: 

We  are  pleased  to  enclose  the  results  of  a  Product  Liability  Mail  Survey 
conducted  amongst  our  1,100  member  firms  during  the  September  15  -  October  22 
1976  period.   A  number  of  additional  questionnaires  were  received  too 
late  to  be  included  in  this  study. 

Three  hundred  and  sixty-six  (_36^)  questionnaires  or  about  33%  of  our 
membership,  responded  to  the  survey.   We  used  the  Department  of  Commerce's 
recomjnended  questionnaire.   Many  of  SPI's  larger  companies  (Phillips 
Chemical,  Union  Carbide,  Dow  Chemical,  etc.)  were  unable  to  participate 
because  they  do  not  maintain  separate  insurance/claims  records  by  product 
group.   Additionally,  similar  information  was  requested  by  other  trade 
associations  (MCA)  or  business  groups  (Chamber  of  Commerce,  etc.)  and  they 
responded  to  them  in  the  aggregate. 

For  your  further  information,  please  be  advised  that  we  delivered  the 
raw  data  in  worksheet  form,  to  Dr.  Jerry  Gordon  of  Gordon  Associates, 
the  consulting  firm  representing  industry  on  the  Product  Liability  Project, 
on  Friday,  November  5,  1976. 

Needless  to  say,  the  plastics  industry  is  also  faced  with  the  problem 
of  soaring  product  liability  costs  caused  by  a  sharp  rise  in  claims 
and  the  size  of  awards. 

The  purpose  of  this  study  was  to  develop  additional  facts  surrounding  the 
product  liability  question  which  could  be  used  in  formulating  a  realistic 
program  of  relief  for  the  nation's  business  community.   It  was  not  the 
purpose,  to  recommend  remedies  nor  take  positions  of  any  kind  on  the 
numerous  alternatives  that  have  been  suggested. 

We  trust  this  information  will  prove  helpful  and  offer  additional  assistance 
should  it  be  necessary. 


I 


RLHrct 
Enclosures 


Cordially, 


/'A    v/'^-  ^"-^ 
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PRODUCT  LIABILITY  MEMBERSHIP  SURVEY 


NOVEMBER,  1976 


SURVEY  REPORT  AND  SUMMARY  AS  COMPILED  BY: 

DR.  ERNEST  KURNOW 

PROFESSOR  OF  BUSINESS  STATISTICS 

GRADUATE  SCHOOL  OF  BUSINESS  ADMINISTRATION 

NEW  YORK  UNIVERSITY 

NEW  YORK,  NEW  YORK 


for 


THE  SOCIETY  OF  THE  PLASTICS  INDUSTRY,  INC. 
355  LEXINGTON  AVENUE,  NEW  YORK,  N.Y.  10017 
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SUMMARY  REPORT 
Product  Liability  Survey 

There  were  366  respondents  to  the  Product  Liability  Survey  conducted 
by  the  Society  of  The  Plastics  Industry.   Responses  were  received  from 
processors,  material  suppliers,  mold  and  tool  makers  and  machinery 
manufacturers  with  annual  sales  of  their  principal  product  lines  ranging 
from  under  $5  million  to  over  $500  million.   The  breakdown  of  type  of 
company  and  sales  volume  are  presented  in  detail  in  Table  I.   These 
companies  covered  the  gamut  of  principal  product  lines  in  each  category 
and  were  representative  of  the  diversity  of  products  in  the  industry. 
Product  Liability  Insurance  Coverage 

The  preponderant  number  of  companies  (87.7  percent)  carry  product 
liability  insurance.   Of  these  83.5  percent  carry  primary  and  umbrella 
coverage  with  the  remaining  carrying  primary  coverage  only.   (See  Tables 
II  &  III  for  details) .   The  pattern  of  coverage  is  similar  for  all  types 
of  companies. 

The  relatively  few  companies  (41)  without  coverage  do  not  carry  any 
for  three  main  reasons:   (a)  need  no  coverage  -  29.3%;  (b)  too  expensive  - 
22.0%  and  (c)  self-insured  -  22.0%.   Another  14.6  percent  either  cannot 
obtain  coverage  or  replace  coverage  that  was  cancelled.   (See  Table  IV 
for  detail) . 

Primary  Coverage.   The  limits  of  liability  have  increased  slightly 
from  an  average  of  $2.2  million  in  1970  to  an  average  of  $2.8  million 
in  1976.   This  pattern  of  increase  was  typical  for  processors,  material 
suppliers  and  machinery  manufacturers.   The  pattern  for  mold  and  tool 
makers  remained  fairly  constant.   (See  Tables  V  A-D) . 
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Deductibility  provisions  were  relatively  infrequent  during  the 
1970-76  period  with  coverage  for  mold  and  tool  makers  having  no  such 
provision.   Only  17.2  percent  of  the  companies  reporting  had  such 
provisions  in  1970  and  19.6  percent  in  1976.   However,  the  amount  of 
deductibility  has  fluctuated  from  year  to  year.   The  average  was 
$64,300  in  1970  and  $74,328  in  1976.   The  median,  however,  was  $5,000 
for  both  1970  and  1976.   (See  Tables  VI  A-D) . 

The  annual  cost  of  primary  coverage  per  thousand  dollars  of  sales 
more  than  tripled  rising  from  $.68  in  1970  to  $2.20  in  1976.   This 
sharp  increase  was  typical  for  all  types  of  companies  but  rose  most 
rapidly  for  machinery  manufacturers.   (See  Tables  VII  A-E) . 

The  total  cost  of  primary  coverage  also  increased  markedly  more 
than  162  percent  rising  from  an  average  of  $13,789  in  1970  to  an  average 
of  $36,162  in  1976.   The  change  was  greatest  among  material  suppliers 
followed  by  machinery  manufacturers.   (See  Tables  VIII  A-D). 

Umbrella  Coverage.   As  in  the  case  of  primary  coverage,  the  limits 
of  liability  for  umbrella  coverage  remained  at  about  the  same  level, 
averaging  $10.8  million  in  1970  and  $9.2  million  in  1976.   The  pattern  of 
change  was  similar  for  all  types  of  companies.   (See  Tables  IX  A-D). 

The  total  cost  of  umbrella  coverage  more  than  quintupled  with  an 
average  cost  of  $6,418  in  1970  and  $34,078  in  1976.   (See  Tables  X  A-D). 
Product  Liability  Claims  Experience 

Approximately  35  percent  of  respondents  had  product  liability 
claims/suits  during  the  1970-76  period.   The  pattern  was  diverse  by 
type  of  company  with  percentages  being  66  percent  for  material  suppliers, 
55  percent  for  machinery  manufacturers,  23  percent  for  processors  and  only 
10  percent  for  mold  and  tool  makers.   (See  Table  XI). 
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The  total  number  of  claims  increased  from  70  in  1970  to  357  in 
1975  (or  more  than  quintupled)  and  for  9  months  of  1976  had  reached  a 
total  228.   The  amount  of  damages  sought  had  risen  from  $6.1  million 
in  1970  to  $98.1  in  1976  (for  9  months)  -  more  than  16  times  that  of 
1970.   Not  only  has  the  total  amount  of  damages  claimed  increased  but 
the  average  amount  of  damages  sought  for  claims  has  grown  from  $95,297 
in  1970  to  $508,082  in  1976.   (See  Tables  XII  A-C) . 

The  number  of  claims  settled  out  of  court  has  been  increasing 
as  would  be  expected  with  an  increasing  number  of  claims.   The  amount 
of  settlements  paid  by  companies  or  their  insurers  amounted  to  $238,534 
in  1970  and  $1,446,441  in  1975.   For  the  9  months  in  1976,  the  amount 
was  $431,949. 

The  number  of  adjudicated  suits  fluctuated  from  year  to  year 
within  narrow  limits  from  8  to  14  but  the  amount  of  court  judgments  has 
gone  up  sharply  in  the  last  three  years  compared  to  the  1970-73  period 
aggregating  to  $887,500  during  1974-76 -compared  to  $186,757  during 
the  preceding  four  years. 

The  total  number  of  claims/suits  pending  at  the  end  of  the  year 
in  1970  was  only  52  and  at  the  end  of  9  months  of  1976  was  254  -  or 
approximately  5  times  as  large.   The  total  amount  of  damages  in  pending 
claims/suits  has  also  skyrocketed  increasing  from  $14.3  million  in  1970 
to  $150.2  million  in  1976  -  more  than  ten  times  the  1970  amount.   The 
average  damages  sought  per  claim  has  increased  from  $276,910  to  $591,380. 
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The  estimated  internal  costs  exclusive  of  insurance  has  increased 
most  precipitously  from  an  aggregate  of  $35,585  in  1970  to  over  $1  million 
in  1976. 

The  question  on  range  of  product  age  and  average  of  product  age, 
relative  to  claims,  was  answered  validly  by  only  88  of  the  128  companies 
having  claims  or  suits.   The  question  was  misunderstood  by  some  and 
not  answered  by  others.   The  range  of  product  age  is  under  10  years  for 
about  57  percent  of  the  companies  answering  this  question  and  the  range 
is  26  years  or  more  for  only  12.5  percent  of  the  comanpanies.   (See  Table  XIII) 

The  average  product  age  for  45  percent  of  the  companies  is  between 
1-5  years  and  between  6-10  years  for  another  38  percent,  the  average  for  the 
remaining  17  percent  is  between  11  and  25  years. 

The  response  to  the  query  on  claims  involving  original  owner  was 
given  by  only  49  companies.   Many  pointed  out  that  such  information 
was  not  available.   Some  indicated  that  they  were  reporting  on  claims 
for  1976  only  while  others  reported  for  the  entire  seven  year  period. 
The  numbers  as  reported  are  found  in  Table  XIII  and  indicate  an  aggregate 
of  534  such  claims  reported  by  the  49  companies. 


C-117 


TABLE   I 


SALES   OF   PRINCIPAL  PRODUCT  LINE 
(in  Millions   of  Dollars) 


Type  of  Company 


Material 

Mold  & 

Machinery 

Sales 

Processor 

Supplier 

Tool  Maker 

Manufacturer 

Total 

Under 

$5 

136 

21 

26 

57 

2i4-0 

$5  to 

$10 

27 

k 

2 

k 

37 

$10  to 

$25 

20 

5 

1 

15 

kl 

$25  to 

$50 

9 

2 

1 

3 

15 

$50  to 

$100 

3 

5 

- 

2 

10 

$100  to 

$500 

k 

12 

- 

1 

17 

Over 

$500 

1 

k 

- 

1 

6 

Total 

200 

53 

30 

TABLE  II 

83 

366 

DO  YOU  CARRY  LIABILITY  INSURANCE? 

Type  of  Company 

Material 

Mold  & 

Machinery 

Response 

Processor 

Supplier 

Tool  Maker 

l*fe.nuf  ac  turers 

Total 

Yes 

176 

U5 

2k 

76 

3?1 

No 

21 

8 

5 

T 

kl 

No  Answer 

3 

- 

1 

- 

k 

Total 

200 

53 

30 

83 

366 
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TABLE  III 

TYPE 

OF  PRODUCT 

LIABILITY  INSURANCE 
Type  of  Company 

CARRIED 

Type  of 
Coverage 

Processor 

ffeterial 
Supplier 

Mold  & 
Tool  Maker 

Machinery 
Manuf ac  turers 

Total 

Primary 

26 

3 

6 

9 

kk 

Primary  and 
lAnbrella 

ikG 

U2 

17 

63 

268 

No  Answer 

h 

- 

1 

h 

9 

Total 

176 

U5 

2k 

76 

321 

TABLE  IV 

WHY  NON-CARRIERS  HAVE  NO 

COVERAGE 

Type  of  Cor.-!"ian:> 

r 

Material 

Mold  & 

Machinery- 

Percent 

Reason       Processor 

Supplier 

Tool  Maker 

Manufacturers 

Total 

of  Total 

Self-Insured 

5 

3 

- 

1 

9 

22.0 

Too  Expensive 

5 

2 

1 

1 

9 

22.0 

Need  No  Coverage 

7 

1 

k 

- 

12 

29.3 

Can't  Obtain 

Coverage 

1 

- 

- 

2 

3 

7.3 

Old   Coverage    Can- 
celled &  Can't 
Obtain  New 

Other  2 

No  Answer  1 

Total  21 


1 

3 

7.3 

2 

If 

9.8 

- 

1 

2.3 

7 

kl 

100.0 
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TABLE  V(A) 

ALL  RESPONDEM'S 

PRIf-IARY  COVERAGE:    LIMITS  OF  LIABILITY 


Amount (in 

$'s) 

1976 

Under  100, 

000 

13 

100,000 

10 

150,000 

2 

200,000 

k 

250,000 

1 

300,000 

95 

U00,000 

k 

500,000 

70 

600,000 

h 

750,000 

- 

1,000,000 

57 

1,300,000 

k 

2,000,000 

5 

3,000,000 

2 

4,000,000 

1 

5,000,000 

2 

Over  5,000 

,000 

6 

Total 

280 

Average 

$2,770, ( 

Median 

$  500, ( 

1975 
li| 

13 

2 
2 

9h 
2 

5h 

1 

1 

hi 

3 
6 
2 


5 

2U6 


197U 
13 
13 


3 
2 

89 

2 

Uo 

3 

1 

39 
2 
k 

1 
1 

u 

217 


1973 
13 
11+ 

1 

2 

2 
81 

1 
32 

2 

36 

1 


1 

1 

3 

195 


1972 

9 

12 

1 

2 

3 
68 

1 
22 

1 

35 

1 

1 

3 

16U 


1971 

7 

12 

1 

2 

111 

17 


33 
1 
k 

1 

1 

3 

127 


1970 
8 
10 


2 

5 

33 

16 


32 

1 
U 

1 
1 

3 

116 


$2,770,000     $3,622,000     $1,598,000     $1,1+53,000    $1,650,000     $2,026,000  $2,179,000 
$      500,000     $     300,000     $     300,000     $     300,000     $     300,000     $     300,000  $     300,000 
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Amount (in  $'s) 


1976 


1975 


TABLE  VI (A) 
ALL  RESPOIviDEriTS 
DEDUCTIBILITY 
197^^ 


1973 


1972 


1971 


1970 


100 

2 

1 

h 

2 

2 

1 

1 

200 

3 

3 

2 

2 

2 

2 

2 

250 

5 

h 

1 

- 

- 

- 

- 

500 

3 

2 

2 

2 

1 

1 

1 

1,000 

8 

7 

8 

8 

6 

5 

5 

2,000 

2 

2 

- 

- 

- 

- 

- 

2,500 

1 

- 

- 

- 

- 

- 

- 

5,000 

7 

J+ 

2 

1 

1 

1 

2 

10,000 

U 

u 

3 

2 

1 

2 

2 

20,000 

1 

- 

- 

- 

- 

- 

- 

25,000 

5 

3 

2 

2 

5 

U 

U 

50,000 

3 

3 

2 

2 

2 

1 

1 

70,000 

- 

- 

1 

1 

1 

- 

- 

100,000 

U 

6 

k 

U 

1 

1 

1 

200,000 

1 

- 

- 

- 

- 

- 

- 

300,000 

2 

- 

- 

- 

- 

- 

- 

500,000 

3 

1 

- 

- 

- 

- 

- 

1,000,000 

1 

1 

1 

1 

2 

2 

1 

Total 

55 

Ui 

32 

27 

2U 

20 

20 

Average 

-   $7'+,  328 

$58,505 

$52,183 

$61,281 

$100,713 

$llU,050 

$6i+,300 

Median 

% 

5,000 

$ 

5,000 

$ 

1,000 

$ 

1,000 

$ 

7,500 

$ 

7,500 

$  5,000 
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TABLE  VII 

;a) 

ALL  RESPONDENTS 

• 

PRIMARY 

COVERAGE:  AWIUAL  COST  PER 

THOUSAND 

DOLLARS  OF 

SALES 

Amount (in  i's) 

1976 

1975 

197»+ 

1973 

1972 

1971 

1970 

.01-    .09 

3 

7 

8 

8 

8 

6 

5 

.10-   .19 

15 

23 

21 

2,0 

9 

k 

.3 

.20-    .29 

12 

21 

25 

25 

17 

Ik 

Ik 

.30-   .39 

10 

15 

11 

10 

13 

7 

6 

.1+0-   .i+9 

9 

15- 

16 

6 

7 

5 

5 

.50-   .59 

IQ 

12 

8 

5 

6 

1 

1 

.60-  .69 

8. 

10 

6 

2 

2 

3 

2 

.70-  .79 

7 

5 

1 

2 

2 

1 

u 

.80-  .89 

k 

2 

- 

3 

2 

1 

- 

.90-   .99 

7 

2 

5 

i| 

5 

5 

1 

1.00-1.2^+ 

19 

Ik 

9 

5 

3 

2 

1 

1.25-1.^9 

8 

k 

3 

if 

If 

3 

1 

I.50-I.7U 

8 

5 

5 

5 

3 

3 

1 

1.75-1.99 

h 

3 

2 

1 

- 

- 

- 

2.OO-2.U9 

15 

5 

U 

1 

k 

2 

2 

2.50-2.99 

1 

k 

2 

1 

1 

- 

- 

3.OO-U.99 

12 

9 

6 

1 

1 

1 

- 

5.OO-7.U9 

5 

k 

1 

1 

1 

- 

- 

7.50-9.99 

3 

1 

- 

- 

- 

1 

1 

10.00  and   Over 

8 

2 

- 

- 

- 

- 

- 

Total 

168 

163 

133 

lOU 

88 

59 

k7 

Average 

$2.20 

$1.35 

$.79 

$.62 

$.70 

$.79 

$.68 

Median 

$    .99 

$    .50 

$.i+l 

$.29 

$.38 

$.39 

$.33 

c-122 


■TABLE  VIII (A) 
ALL  RESPONDENTS 
PRIMARY  COVERAGE:   TOTAL  COST 


Amount(in  $'s) 

1976 

1975 

197U 

3973 

1972 

1971 

1970 

1- 

i+99 

?i^ 

30 

35 

32 

21 

20 

13 

500- 

999 

13 

3k 

23 

23 

19 

6 

9 

1,000- 

1,^99 

18' 

16. 

16 

6 

5 

6 

2 

1,500- 

1,999 

10 

11 

11 

10 

10 

2 

k 

2,000- 

2,U99 

9 

6 

1 

3 

3 

3 

3 

2,500- 

2,999 

5- 

9 

2 

5 

2 

3 

1 

3,000- 
3,500- 
J+,000- 
i|,500- 
5,000- 

3,^99 
3,999 
^,^99 
^^,999 
7,^+99 

h 

3, 

k 

5 
15 

8 
k 

2 

10 

2 

1+ 

1 

9 

1 
k 
k 
1 
2 

5 
2 
2 
1 
3 

3 
3 
3 

1 

2 

1 
3 

7,500- 

9,999 

6 

1 

1 

2 

3 

1 

2 

10,000- 

1^^,999 

Ik 

7 

U 

1 

1 

3 

2 

15,000- 

2U,999 

17 

7 

k 

l^ 

3 

1 

3 

25,000- 

i^9,999 

11 

7 

k 

4 

2 

5 

2 

50,000- 

7^,999 

2 

5 

2 

1 

2 

- 

- 

75,000- 

99,000 

U 

- 

- 

- 

1 

- 

1 

100,000 

and  Over 

11 

7 

10 

8 

6 

6 

2 

Total 

180 

16U 

133 

111 

91 

65 

51 

Average 

$36,162 

$21,Ul3 

$18,808 

$19, 93** 

$21,U8i 

$15,101 

$13,789 

Med  ian 

$  3,917 

$  l,6lU 

$  1,282 

$  1,083 

$  1,600 

$  1,500 

$  1,750 
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TABLE  IX  (A) 

ALL  RESPONDEIWS 

1976 

UMBRELLA  COVERAGE:  LIMITS  OF  LIABILITY 

Amount (in  $'s) 

1975 

197^^ 

1973 

1972 

Under  100,000 

7 

8 

8 

7 

6 

100,000 

3 

2 

1 

1 

1 

200,000 

h 

2 

1 

1 

1 

300,000 

2 

2 

1 

1 

3 

500,000 

3 

3 

k 

5 

3 

1,000,000 

85 

89 

71 

5U 

36 

1,300,000 

1 

1 

1 

- 

- 

1,500,000 

1 

1 

- 

- 

,- 

2,000,000 

2U 

20 

15 

19 

16 

2,500,000 

2 

- 

1 

1 

1 

3,000,000 

i6 

15 

11 

6 

3 

3,300,000 

2 

2 

2 

2 

_ 

if, 000, 000 

h 

2 

3 

2 

3 

5,000,000 

35 

31 

?5 

13 

13 

7,000,000 

1 

1 

- 

- 

- 

7,500,000 

1 

2 

1 

^ 

^ 

10,000,000 

20 

15 

lU 

13 

9 

15,000,000 

5 

5 

3 

1 

1 

17,000,000 

- 

- 

1 

1 

2 

20,000,000 

6 

3 

3 

3 

2 

25,000,000 

5 

5 

k 

U 

6 

30,000,000 

1 

1 

- 

- 

- 

35,000,000 

1 

2 

3 

3 

2 

i|0,000,000 

1 

1 

1 

1 

1 

50,000,000 

- 

3 

2 

3 

3 

Over  50,000,000     lU 

9 

7 

h 

U 

Total 

21+1+ 

225 

183 

1U5 

116 

Average 

$9,233,000 

$8,753,000 

$8,289,000  $ 

6,638   $ 

9,38!+ 

Med  ian 

$2,000,000 

$2,000,000 

$2,000,000  $2 

,000,000  $2, 

,000,00< 

1971 

5 


3 
2 

25 


12 

1 
1 

k 

10 

5 

1 

2 
& 
5 


3 
3 

87 


1970 

3 

1 


2 

1 
21 


10 

1 


1 
2 

3 

72 


$10,066,000  $10, 832,0c 
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TABLE 

X(A) 

ALL  RESPOflDENTS 

UMBRELIA  COVERAGE:   TOTAL 

COST 

Amount 

;    (in  $'s) 

1976 

1975 

197'+ 

1973 

1972 

1971 

1970 

1- 

■       ^99 

39 

1+9 

1+5 

36 

29 

18 

14 

500- 

•      999 

23 

23 

26 

25 

13 

13 

9 

1,000- 

•  1,1+99 

19 

20 

15 

5 

3 

1 

3 

1,500- 

■  1,999 

10 

10 

6 

3 

5 

3 

U 

2,000- 

■  2,1+99 

13 

12 

7 

k 

5 

5 

2 

2,500- 

•  2,999 

7 

9 

k 

k 

8 

3 

2 

3,000- 

•  3,1+99 

k 

3 

k 

5 

2 

1 

- 

3,500- 

•  3,999 

5 

k 

2 

2 

1 

2 

2 

U,ooo- 

•  l+,i+99 

6 

3 

k 

6 

2 

1 

3 

»+,500- 

i+,999 

6 

1 

2 

- 

1 

1 

- 

5,000- 

7,1+99 

8 

6 

5 

5 

6 

3 

1+ 

7,500- 

9,999 

6 

5 

6 

6 

1 

2 

- 

10,000- 

li+,999 

17 

8 

8 

7 

6 

6 

6 

15,000- 

2l+,999 

8 

11 

6 

3 

1 

1 

1 

25,000- 

1+9,999 

k 

2 

2 

2 

3 

1 

- 

50,000- 

7l+,999 

7 

1 

1 

1 

.    - 

1 

1 

75,000- 

99,999 

1 

2 

- 

- 

1 

- 

- 

100,000 

and  Over 

lU 

7 

6 

5 

1+ 

3 

1 

Total 

197 

176 

151 

119 

91 

65 

52 

Average 

$31+,  078 

$22,791 

$15,333 

$20,223 

$17,258 

$17,927 

$6,1+18 

Median 

$  2,307 

$  1,1+13 

$  1,167 

$      980 

$  1,600 

$  1,667 

$1,562 
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TABLE  XI 


HAS   COMPAI^rf  BEEN   INVOLA^D   IN   PRODUCT   LIABILITY  CLAIM/SUITS 


DURING  LAST  SEVEN  YEARS? 


Type  of  Company 


Processor 


Material 
Supplier 


Mold   &  Tool 
Maker 


Resnonse 

No. 

Percent 

No. 

Percent 

No. 

Percent 

Yes 

h^ 

22.5^0 

35 

66.0% 

3 

10. 0^; 

No 

151 

75.5 

16 

30.2 

2k 

80.0 

No  Answer 

k 

2.0 

2 

3.8 

3 

10.0 

Total 

200 

100.  Ofo 

53 

100. oio 

30 

100.  Ofo 

Machinery 

Manufacturer 

Total 

No.   Percent 

No. 

Percent 

U5    5^.2^7 

128 

35.0'^ 

37   hk.G 

228 

62.3 

1     1.2 

10 

2.7 

83   100. 0/« 

366 

100  .Ofo 
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WOODWORKING  MACHINERY 
MANUFACTURERS 
OF 
AMERICA 
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WOODWORKING  MACHINE^V  MANUFACTURE RS  OF  AMERICA 


Report  of  Product  Liability  Survey 


November  24,  1976 


A  tota;  of  46  companies  responded  to  the  survey. 

39  reported  they  manufacture  capital  goods. 

4   ^•eport£':!  th3y  .T.anLi  f  ac  ture  conSu.Tier  yoods  . 

36  reported  they  sell  or  distribute  capital  goods. 

8   reported  they  sell  or  distribute  consumer  goods. 

1  company  reported  that  they  have  more  than  5,000  employees  worldwide. 

2  companies  reported  that  they  have  more  than  1,000  employees  worldwide 
41  companies  reported  that  they  have  1  to  1,000  employees  worldwide. 

1  co:T'.pany  reported  their  total  gross  sales/revenues  worldwide  1975 
to   be  $100  million  to  $249  million 

3  companies  reported  their  total  gross  sales/revenues  worldwide  1975 
to  be  $25  million  to  $9  9  million. 

4  companies  reported  their  total  gross  sales/revenues  worldwide  1975 
to  be  $10  million  to  $24  million. 

5  co.npanies  reported  their  total  gross  sales/revenues  worldwide  1975 
to,  De  less  than  $10  million. 

31  coinpanies  reported  their  total  gross  sales/revenues  worldwide  1975 
tobelessthan$5million. 

SB   companies  reported  they  have  a  product  liability  problef;.. 

15  reported  the  problem  was  serious 

18  reported  the  problem  was  potentially  serious. 

1  reported  the  problem  was  costly,  but  not  of  great  magnitt- 

2  reported  the  problem  was  minimal. 
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E^lKi  ^  3   0"^    JHe   major    effects    of    the    problem , 
By   Ifnp.         Ves         No 
#/  35  2  Increasing    size    of   claims    and   jury    awards. 


tn 


«f3 


04 


M. 


35  5     Difficulties  in  obtaining  product  liability 

insurance  (premium  increase,  deductible  Increase, 
coverage  restricted). 

34     3    Work  related  products  liability  claims  increasing. 

38     1    Increased  importance  of  product  liability  Insurance 
to  corporations. 

34     1     Increased  number  of  claims. 

30  5    Increased  production  expense  (e.g.,  quality  control, 

research  and  development,  engineering,  etc.) 

31  4    Increased  defense  costs. 

33     3    More  attention  paid  to  safety  of  product  before 
release  to  public. 

36  0    Increased  product  cost  to  consumer. 

Others 

1 .  Business  continuance  threatened. 


Ranking  of  the  principal  causes  of  the  problem 
Yes    No 
1 


By    Imp 


#1 


42 


#2 

43 

0 

43 

33 

3 

»4 

41 

0 

#5- 

39 

2 

13 

29 
32 

37 


26 


Continual  erosion  of  fault  concept  of  liability 
through  court  decisions  and  legislative  action. 

Long  tail  of  products  liability  exposures  (produce 
in  use  for  many  years). 

Contingency  fee  system  encourages  suits. 

Larger  awards  for  pain  and  suffering  not  In 
reasonable  relationship  to  Injuries  received. 

Increased  social  pressure  to  reimburse  injured 
parties  where  a  corporation  or  insurance  policy 
is  available  to  pay,  regardless  of  fault. 

Products  becoming  more  complex  and  soph i s ti cateu » 
increasing  errors  in  manufacturing  and  servicing. 


I 


8    Implied  and  express  warranties  expanding  liabilities 

6    Expanded  news  media  coverage  of  products , 1 1 abi 1 i ty  , 
unsafe  products,  jury  verdicts,  etc. 

3    Federal  laws  and  actions  by  governmental  age. ic'es 
emphasizing  products  liability  (e.g.,  CPSC,  IPA 
FDA.  OSHA) . 
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%\l  Iwp    Yes  t\o 
ZB     9 


Low  or  Uneven  workers'  compensation  benefits  en- 
coijraging  suits  against  manufacturer  of  supplier. 

1.  Insurance  company  subrogation  practice. 

2.  Diminishing  operator  CO mpetance. 

3.  Labor  is  so  highly  paid,  it  is  not  financially 
possible  to  take  time  to  try  and  train  people. 

4.  Business  credi tabi 1 i ty  problems. 


G'oss  number  of  new  claims  presented  in  each  of  the  following  years 
regaraless  of  date  of  event:  (figures  in  parentheses  show  number  reporting) 


1971 

19 

'^ 

1972 

28 

14 

1973 

16 

9 

40 


1974_ 

1975 

1976   32 


15 


51 


17 


16 


Estimated  number  of  claims  and  estimated  value  of  all  products  Ifability 
claims  against  the  companies  reporting  outstanding  as  of: 


12/31/71 
12/31/72 
12/31/73 
12/31/74 
12/31/75 
1976  to  Date 


$1  ,195,000 


# 
# 
# 

n 

10 
17 
30 
11 

$3,086,750 

$3,235,250 

$6,516,750 

$10,438,000 

# 

$5,893,500 

Time  span  between  manufacture  of  the  product 
salted  in  filing  of  a  claim. 


and  the  incident  which  re- 


50 

40 

30 

20 

10 

8 

6 

3 


Years 
Years 
Years 
Years 
Years 
Years 
Years 
Years 


4 

3 

3 

10 

7 

2 

22 

1 

No.  of  Claims  Filed  in  Each  Year 


1973 

1973' 

1973 

1973" 

1973' 

1973' 

1973" 

1973" 


1974 

2   , 

1974 

1974 

1   , 

1974 

2   , 

1974 
19  74'" 

2   , 

1974 

6   , 

1974 

1975 

2   . 

1975 

1975 

1975 

4   , 

1975 

4   , 

1975 

1975 

11   , 

1975 

1   . 

1976 

1976' 

1976' 

1976' 

1976' 

1976' 

1976' 

1976" 


15"  companies  reported  that  their  product  liability  insurance  was  cancelled. 

11^  co.^ipanies  reported  that  they  w^re  able  to  get  other  insurance. 
Z  companies  reported  that  they  were  self-insured 
1  company  reported  that^they  may  have  to  close  their  plant. 

product  lines  dijs.ciinti  nued  because  of  product  liability: 

Afo  -  21;  Substantially  -  3;  Partially  -  5;   Under  consideration  -  11 
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II.  Number  of  paid  claims  against  Company 


COMPANY  CODE  # 

TOTAL  DOLLARS 

YEAR  OF 

YEAR 

OF  MANUFACTURE 

PAID 

ACCIDENT 
4-7-71 

OF  MACHINE 

#54 

$8,000 

1938 

Nothing  Paid 

2-2-71 

Not  Known 

In  Suit 

5-25-72 

1960 

$10,000 

5-?-70 

1917 

#J30 
#53 

#42 

#117 
#109 
#17 


$  4,000 

$57,500 
$  4,300 


$   850 

$20,000 

$50,000 
$40,000 


1972 


1962 


about 

•72 

1965 

cibout 

•73 

1966 

8-71 

1969 

claim 

filed 

1972 

1971 

1967 

1930? 

1972 

1969 

1973 

1968 

III.   Number  of  claims  pending 
COMPANY  CODE  # 

#54 

#110 
#46 


AMOUNT  OF 

INSURANCE 

YEAR  OF 

YEAR  OF 

CLAIM 

- 

RESERVE 

ACCIDENT 

MANUFACTURE 
OF  MACHINE 

$10,000 

$15,000 

5-25-72 

1960 

Excess 

Not  yet 

determined 

1973 

1968 

$30,000 

1973 

l'>71 
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III.   Wumber  of  claims  pending 


COMPANY  CODE  # 


#130 


AMOUNT  OF 

INSURANCE 

YEAR 

OF 

YEAR  OF 

CLAIM 

RESERVE 

ACCIDENT 

MANUFACTURE 

OF  MACHINE 

$250,000 

-  0  - 

1970 

1969 

$220,000 

-  0  - 

1972 

1970 

#125 


Unknown  19  7  3 

NOTE:   Both  claims  are  on  Rockwell  Machines — 
Their  carrier  is  assuming  defense. 


1973 


#104 


#19 
#109 


Unknown 

to 

1973 

Year  unknow 

us 

Cemco  Verti 
cal  Boring. 

Defense 

1975 

Mattison 

Reserve 

Moulder#226 

$  75,000 

$15,000 

1975 

Unknown 

2 

? 

1970 
1967 

1970 
1930 

#23 


$600,000  1969 

Co-Defendant  with  Manufacturer 


1965 


#17 


$300,000 
$300,000 
$250,000 


1973 
1974 
1972 


1970 
1970 
1969 


IV.   Cost  to  co-defendents 


COMPANY  CODE 

# 

TOTAL  DOLLARS 

YEAR  OF 

YEAR  OF  MANUFACTURE 

PAID 

ACCIDENT 
5-?-72 

OF  MACHINE 

#54 

$  2,500 

1917 

#46 

Not  settled 

1973 

^a-a>  ^ 
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IV.   Cost  to  co-defendents 


COMPANY  CODE  # 
#53 


TOTAL  DOLLARS 
PAID 

$  93,500 


YEAR  OF 
ACCIDENT 

1972 


YEAR  OF  MANUFACTURE 
OF  MACHINE 

1965 


#42 


$  80,000 


8-71 


V.   Names  of  insurance  companies  that  have  cancelled  coverage 
COMPANY  CODE  # 

#54 

Pennsylvania  Manufacturers '  Association  Insurance  Company 


#104 
Safeco 


#42 
Safeco 


#67 

The  Federal  Insurance  Company  have  indicated  that  they  are  going  to 
terminate  our  umbrella  liability  protection  on  the  third  annual  premium 
installment  date. 


#17 

Great  American  Insurance  Company 


#75 

Lumberman ' s  Mutual 


I 
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VI .   Comments 
COMPANY  CODE  # 
#102 


"Unable  to  obtain  Insurance.  Insurance  Companies 
are  not  interested  or  willing  to  talk  about  lia- 
bility Insurance." 


#  10 


"In  fairness  to  our  customers,  and  ourselves,  we 
have  carried  product  liability  coverage  in  the 
amount  of  one  million  dollars  over  the  past  sev- 
eral years.   Our  annual  premium' for  this  cover- 
age has  averaged  $320." 

"Our  renewal  date  of  July  1,  this  year,  found 
the  picture  drastically  changed.  We  found  only 
one  company,  a  Canadian  firm,  that  would  even 
write  a  policy.   The  maximum  coverage  was 
$300,000  and  the  premium  $17,000." 

"We  have  only  two  choices.   First,  if  possible, 
form  a  new  corporation,  without  assets  offering 
no  protection  to  our  customers  and  of  question- 

.  able  legality.   This  solution  certainly  is  not 
desirable.   The  second  action  is  to  dissolve 
our  company  in  order  to  protect  the  personal 
assets  of  my  family.   This  does  not  seem  logi- 
cal or  desirable  for  a  third  generation  family 
business  that  serves  a  facet  of  our  industry 
well." 
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WATER  AND  WASTEWATER  EQUIPMENT 
MANUFACTURERS  ASSOCIATION 
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WATER  AND  WASTEWATER  EQUIPMENT  MANUFACTURERS 
ASSOCIATION 

INDUSTRY  SURVEY 

PROFILE 

The  WWEMA  is  an  association  representing  manufac^ 
turers  of  equipment  and  supplies  for  the  purification, 
treating  or  flow  measurement  of  water  and  wastewater  for 
municipalities  and  industry.   Represented  are  manufacturers 
of  pumpts,  pipes,  valves,  industrial  chemicals,  filtration 
equipment  and  instrximentation.   There  are  also  a  number  of 
members  who  design  water  or  wastewater  treatment  facili- 
ties.  The  total  sales  of  member  firms  in  these  product 
areas  is  shown  below.   Individual  firm  sales  range  from 
well  under  a  million  to  over  20  million. 

INFORMATION  COLLECTION 

The  full  membership  of  WWEMA  was  contacted  by  the 
association.   As  of  June  5  when  the  survey  was  adminis- 
tered this  involved  about  24  6  member  firms.   Forty-three 
responses  were  received,  representing  a  19%  return  rate. 
The  analysis  of  respondents  by  size  of  sales  indicates 
that  while  more  than  45%  of  the  membership  lie  in  the 
below  1  million  sales  category  the  percentage  reporting 
was  about  25%.   In  the  1  to  5  million  category  the  expec- 
ted response  rate  is  27%  vs  a  37%  actual  response  rate. 
In  the  above  5  million  category  the  values  were  26%  ex- 
pected vs  39%  received.   Two  of  the  completed  questionnaires 
proves  to  be  unusable.   Several  others  did  not  choose  or 
were  unable  to  provide  data  for  years  prior  to  1974. 
Because  of  the  limited  number  of  respondents  questionnaires 
were  grouped  in  the  three  sales  categories  as  shown. 

Domestic  Municipal  and  Industrial 
Wastewater  Treatment  Equip. 

($  millions) 
Year  Municipal        Industrial        Total 

1970 
1972  * 
1975 
1976 
1980 

*  1972-1980  estimated 


94 

135 

229 

150 

180 

330 

245 

340 

585 

320 

390 

710 

780 

600 

1,380 
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PRODUCT  LIABILITY  SURVEY 

WATER  &  WASTEWATER  EQUIPMENT  MANUFACTURERS  ASSOCIATION 

Number  of  Firms  Responding^  by  Size  of  Sales 

Total  Number  Surveyed  260 

Total  Number  Responding:         41 

Under  $1  million  10 

$1  to  $5  million  15 

Over  $5  million  16 

I.    PRODUCT  LIABILITY  INSURANCE  COVERAGE 


Companies  with  Product  Liability  Insurance     34 
Companies  without  Product  Liability  Insurance   7 

The  type  of  Product  Liability  insurance  carried: 

Primary  coverage  only  4 

Primary  and  Umbrella  coverage    30 


Primary  Coverage 

1.    Limits  of  Liability; 

Average  Limits  of  Liability 

Year   Under  $1  Mil.  $1  to  $5  Mil.*  Over  $5  Mil.  All  Firms* 

1975   $693,000  (7)   $620,000  (11)   $833,000  (12)  $700,000  (30) 

1974    693,000  (7)    620v000  (11)    860,000  (12)  700,000  (30) 

1973    820,000  (5)    520,000  (11)    845,000  (11)  710,000  (27) 

1972    760,000  (3)    550,000  (11)    860,000  (  9)  710,000  (21) 

1971    760,000  (3)    500,000  (  8)    860,000  (  9)  700,000  (20) 

1970  1,000,000  (2)    430,000  (  8)"    820,000  (  9)  670,000  (19) 

♦Average  excludes  one  extremely  high  liability  value 
for  one  firm. 
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2.    Deductibles: 


Average  Deductible:   Firms  Reporting  Deductibles 
Year   Under  $1  Mil.  $1  to  $5  Mil.   Over  $5  Mil.    All  Firms 


1975 

$   340  (4) 

$100,000 

(3) 

$35,400 

(6) 

$39,500 

(13) 

1974 

340  (4) 

17,100 

(3) 

.35,400 

(6) 

20,400 

(13) 

1973 

420  (3) 

17,100 

(3) 

10,400 

(6) 

9,600 

(12) 

1972 

625  (2) 

8,700^ 

(3) 

10,400 

(6) 

8,200 

(11) 

1971 

625  (2) 

8,700 

(3) 

3,060 

(4) 

4,400 

(  9) 

1970 

1,000  (1) 

8,700 

(3) 

3,060 

(4) 

4,600 

(  8) 

3. 

Annual  Cost  Per 

Thousand 

I  Doll 

ars  of  Sa 

lies: 

Average 

Cost 

Per  Firm 

Year- 

Under  $1  Mil., 
$3.42   (3) 

$1  to  $5 
$1.18 

>   Mil. 
(9) 

Over  $5 
$1.75 

.  Mil. 
(8) 

All  Firms 

1975 

$1.50 

(20) 

1974 

1.51   (1) 

0.59 

(8) 

0.65 

(7) 

0.81 

(19) 

1973 

2.63   (2) 

0.57 

(8) 

0.51 

(6) 

0.81 

(16) 

1972 



0.48 

(6) 

0.60 

(5) 

0.88 

(12) 

1971 



0.47 

(5) 

0.36 

(4) 

0.86 

(10) 

1970 



0.34 

(5) 

0.33 

(3) 

0.86 

(  8) 

4. 

Total  Cost  Primary: 

Average  Cost  Per  Firm 


Year 

Under  $1 

Mil. 

$1  to  $5 

Mil. 

Over  $5  Mil. 

All  Firms 

1975 

$4,560 

(3) 

$4,130 

(8) 

$24,880 

(6) 

$11,530 

(17) 

1974 

2,730 

(3) 

3,470 

(8) 

14,370 

(5) 

6,740 

(16) 

1973 

4,440 

(2) 

3,180 

(8) 

10,920 

(5) 

5,930 

(15) 

1972 



3,290 

(5) 

9,890 

(5) 

6,545 

(11) 

1971 

3,150 

(4) 

8,770 

(5) 

6,000 

(10) 

1970 



2,770 

(4) 

8,060 

(4) 

5,790 

(  8) 

Umbre 

ilia  Coverage 

1. 

Limits  of 

Liab. 

ility: 

Average- Limits  Per  Firm  Reporting 
Year   Under  $1  Mil.    $1  to  $5  Mil.    Over  $5  Mil.    All  Firms 


1975   $11,000,000(6)   $28,500,000(11)  $34,200,000(11)  $26,900,000(2  8) 


1974  12,800,000(5) 

1973  15,200,000(4) 

1972  18,300,000(4) 

1971  18,300,000(3) 

1970  27,000,000(2) 


24,400,000  (11) 
21,800,000(10) 
23,300,000 (10) 
22,200,000  (9) 
17,900,000  (8) 


24,600,000(11) 
18,100,000(10) 
15,100,000(10) 
15,100,000  (8) 
15,100,000  (8) 


22,300,000 (27) 
19,200,000(24) 
19,100,000  (24) 
18,800,000 (20) 
17,700,000(18) 
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2. 


Total  Umbrella  Cost: 


Average  Cost  Per  Firm  Reporting 
Year   Under  $1  Mil.   $1  to  $5  Mil.   Over  $5  Mil.    All  Firms 


1975 

$1,030   (4)      $42,500 

(10)   $25,870 

(6) 

$29, 

270 

(20) 

1974 

570   (4)       32,100 

(10)    23,610 

(5) 

23, 

230 

(19) 

1973 

880   (2)       29,610 

(9)    24,750 

(5) 

24, 

500 

(16) 

1972 

30,510 

(8)    22,910 

(5) 

25, 

670 

(14) 

1971 

34,900 

(7)     7,500 

(4) 

22, 

410 

(12) 

1970 

37,750 

(6)     6,400 

(4) 

25, 

226 

(10) 

Reasons  for  Not  Carrying  Product  Liability  Insurance 

Self  Insured 

3 

Too  Expensive 

1 

Not  Designated 

2 

Not  Needed 

1 

II. 

PRODUCT  LIABILITY  CLAIMS  EXPERIENCE 

Companies  reporting  Product  Liability  Claims/Suits  during 

the  last  six  years.  13 

Companies  reporting  No  Product  Liability  Claims/Suits  during 
the  last  six  years.  20 

Claims/Suits  Filed  Each  Year 

1.    Number  of  Claims/Suits  Filed; 

Year   Under  $1  Mil.   $1  to  $5  Mil.   Over  $5  Mil.    All  Firms 


1975 
1974 
1973 
1972 
1971 
1970 


(2) 
(2) 
(2) 
(2) 
(2) 
(2) 


(4) 
(5) 
(5) 
(5) 
(5) 
(4) 


9 
12 
10 
6 
4 
2 


(5) 
(5) 
(5) 
(5) 
(5) 
(4) 


17 

16 

15 

8 

6 

5 


(11) 
(12) 
(12) 
(12) 
(12) 
(10) 


2.    Amount  of  Damages  Sought 

Year   Under  $1  Mil.   $1  to  $5  Mil.   Over  $5  Mil.    All  Firms 


1975   $1,500,000(2)   $2,214,000(4)   $178,000  (5)  $3,892,000  (11) 


1974 
1973 
1972 
1971 
1970 


(2) 
(2) 
(2) 
(2) 
250,000(2) 


576,000(5) 
720,000(5) 
351,000(5) 
243,000(5) 
5,000(4) 


170,000 

45,000 

1,555,000 

3,578,000 

18,000 


(5) 
(5) 
(5) 
(5) 
(4) 


746,000 

765,000 

1,906,000 

3,821,000 

273,000 


(12) 
(12) 
(12) 
(12) 
(10) 
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Claims/Suits  Settled  Out  of  Court  1970-1975 


Claims/Suits 
Dropped 


Under  $1  Mil.  (2) 
$1  to  $5  Mil.  (5) 
Over  $5  Mil.  (5) 
All  Firms     (12) 

Court  Suits 


Total  Court  Suits:  11 
Under  $1  Mil.  3 
Over  $5  Mil.:  8 


Claims/Suits 
Settled 

1 

7 
20 
28 


Settlements 
Paid 

14,000 

29,000 

80,000 

123,000 


Suits  Won  by  Defendant:    2 
Suits  Lost  by  Defendant:   0 


Claims/Suits  Pending  at  End  of  Year 

No  Claims/Suits 
Year   Under  $1  Mil.   $1  to  $5  Mil.   Over  $5  Mil. 


All  Firms 


1975 

3 

(2) 

8 

(4) 

15 

(5) 

26  (11) 

1974 

- 

(2) 

6 

(5) 

10 

(5) 

16  (12) 

1973 

- 

(2) 

4 

(5) 

6 

(5) 

10  (12) 

1972 

- 

(2) 

2 

(5) 

3 

(5) 

5  (12) 

1971 

- 

(2) 

- 

(5) 

2 

(5) 

2  (12) 

1970 

"  — 

(2) 

1 

(5) 

— 

(4) 

1  (11) 

Total 

Damages 

Sought: 

. 

Pending  Claims/Suits 

Year 

Under 

$1  Mil. 

$1 

to 

$5  Mil. 

Over  $5 

Mil. 

All  Firms 

1975 
1974 
1973 
1972 
1971 
1970 


$1,50(5,000 


(2) 
(2) 
(2) 
(2) 
(2) 
(2) 


$3,355,000 

1,545,000 

1,070,000 

351,000 


(4) 
(5) 
(.5) 
(5) 
(5) 
(4) 


$5,233,000 
5,200,000 
5,089,000 
5,075,000 
5,075,000 


(5) 
(5) 
(5) 
(5) 
(5) 
(4) 


$10,088,000 
6,745,000 
6,159,000 
5,426,000 
5,075,000 


(11) 
(12) 
(12) 
(12) 
(12) 
(11) 
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APPENDIX  D  — 


Workers  Compensation  Benefit  Changes 
Actuarial  Analysis 


A.   Introduction  and  Overview 

Chapter  Six  discussed  the  features,  costs  and  impacts  of  several 
proposed  changes  to  state  workers'  compensation  benefits  suggested  by  the 
Industry  Study  as  part  of  the  potential  remedy — raising  and  equalizing 
workers'  compensation  benefits.   The  costs  were  based  on  actuarial  estimates 
made  using  both  nationwide  and  specific  jurisdictional  experience;  i.e., 
from  the  compensation  cost  experience  of  the  State  of  California,  based  on 
data  from  the  National  Compensation  Insurance  Council — the  nationwide  rating 
bureau  for  workers'  compensation,  and  the  U.S.  Department  of  Labor,  Office 
of  Federal  Employee  Compensation. 

This  appendix  will  derive  the  rate  changes  associated  with  the 

introduction  of  two  proposed  standards.   They  are: 

the  estimated  effect  of  adopting  benefit  standards  recommended 
in  the  proposed  U.S.  House  of  Representatives  Bill  H.  R.  2  0  58 
the  Workers'  Compensation  Standards  Act  of  1976; 

the  estimated  effect  on  state  workers  compensation  rates 
of  raising  the  level  of  scheduled  awards  to  that  specified 
under  the  Federal  Employees  Compensation  Act  (FECA) . 

In  addition  to  estimating  these  total  benefit  changes,  we  will  derive  the 

extent  to  loss  shifting  from  product  liability  to  workers  compensation  by 

using  the  latter  as  an  exclusive  source  of  reparations.—''^ 


1/  The  assumptions  underlying  the  analysis  and  the  conclusions  and  opinions 
deriving  therefrom  are  those  of  the  contractor  and  do  not  necessarily 
represent  the  conclusions  of  the  Task  Force  which  are  set  forth  in  the  report 
of  the  Interagency  Task  Force  on  Products  Liability. 

2/  For  purposes  of  analysis,  the  extent  of  the  product-related  loss 
shifting  is  limited  to  the  categories  used  in  Chapter  Three  for  analysis 
of  the  characteristics  of  workplace  accidents  using  state  workers' 
compensation  reporting  data. 

D-1 


The  two  sets  of  estimates  are; 

the  estimated  product  related  losses 
portion  of  these  cost  estimates; 

the  estimated  relief  on  product  liability- 
losses  by  eliminating  tort  claims  from 
workers'  compensation. 

The  following  discussion  will  display  and  discuss  basic  data  and  methods 

used  to  derive  actuarial  estimates  of  the  impact  of  changes  on  California 

from  the  pending  worker's  compensation  federal  standards  legislation,  the 

changes  in  scheduled  awards  to  those  specified  under  the  Federal  Employees 

Compensation  Act  (FECA)  and  estimated  product-related  losses. 

B.   Basic  Data  and  Methods 

1.  Introduction 

The  estimates  of  possible  changes  in  both  benefit  and  employer 
workers'  compensation  insurance  premiums  rates  were  based  on  several  sets 
of  loss  experience  and  injury  data,  as  well  as  several  costing  assumptions 
and  procedures.   We  will  display  and  discuss  basic  loss  experience  and 
injury  data  used  in  making  the  computations.   Following  this,  we  shall 
discuss  basic  assumptions  used  in  estimating  the  effects  of  introducing 
benefit  changes  under  U.S.  House  of  Representatives  Bill  H.R,2058   and 
FECA  scheduled  award  benefit  levels  on  workers'  compensation  insurance 
rates  for  the  State  of  California. 

2.  Basic  Data  for  Computations 

Tables  D-1  through  D-5  display  basic  data  used  to  compute  major 
benefit  and  rate  changes  for  workers'  compensation.   Table  D-1  contains  the 
most  recent  policy  year  (1973)  classification  experience  for  workers' 
compensation  in  the  State  of  California,  based  on  information  derived  from 
the  California  Workers"  Compensation  Rating  Bureau.   Information  on  the 
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nimiber  of   cases  by  type  of  disability  and  incurred  losses  ■For  both  indemnity 
(wage  and  other  economic  losses)  ^a<d   medical  treatment  is  displayed  in  Table 
D-1,   To  keep  the  following  technical  discussion  in  perspective,  it  is  useful 
to  note  that  Fatal  and  Permanent  Total  Indemnity  and  Permanent  Partial  awards 
in  California  comprised  6  and  55  percent,  respectively,  of  total  incurred  losses. 

Table  D-2  displays  comparative  average  weekly  wages  for  several  selected 
states  included  in  the  scope  of  the  Task  Force  investigations  and  for  the 
federal  government.   As  of  July  1,  1976,  both  California  and  New  Jersy,  another 
major  industrial  state  had  almost  equivalent  average  weekly  wages  —  $222.78 
for  California  and  $222,32  for  New  Jersey.   Both  industrial  states,  however, 
had  average  weekly  wages  that  were  less  than  half  of  the  rate  for  the  federal 
government  —  $544.19. 

Table  D-3  displays  the  1973  standard  wage  distribution  prepared  by  the 
National  Compensation  Insurance  Council-   It  contains  information  on  the  ratio 
to  average  wage,  precentage  of  workers  receiving  not  more  than  the  percentage 
of  the  average  wage  indicated  and  the  percentage  of  wages  received  by  the 
percentage  of  workers  receiving  average  weekly  wages. 

Table  D-4  displays  the  distribution  of  product-related  injuries  for  the 
State  of  California  in  1974,  based  on  tabulations  of  employer  first  reports 
of  injury  analyzed  in  Chapter  Three  of  this  report.   Detail  is  provided  on 
the  agency,  the  nature  of  injury  and  the  part  of  body  injured  for  both 
product-related  and  all  other  injuries  reported.   This  information  will  be  used 
to  compute  possible  rate  changes  from  use  of  alteri  ative  schedules  of  permanent 
partial  awards,  as  well  as  to  determine  the  extent  of  loss  shifting. 

Table  D-5  displays  the  current  schedule  of  awards  for  permanent  partial 
injuries  for  the  Federal  Employees  Compensation  Act  (FECA) .   Information  is 
displayed  on  the  number  of  weeks  of  compensation  provided  for  each  body  part 
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or  anatomical  member.   This  is  the  suggested  standard  adopted  by  the  Industry 
Study  as  a  basis  for  adjustment  of  state  permanent  partial  or  scheduled  awards, 
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Table  D-^3 
1973  Standard  Wa^e  Distribution  Table  * 


R  =  Ratio  to  Averaf^e  Wa^^e 

A  =  Percentage  of  workers  receivinc  not  more  than  the  jxBrcentage  of  the 

average  wage  indicated  by  column  R 
B  =  Percentage  of  wages  received  by  the  percentage  of  workers  in  colvunn  A 


H 

A 

n 

R 

A 

It 

R 

A 

n 

.05 

.1068 

.0030 

2.40 

98.8248 

96.4991 

4.75 

99.9210 

99.5369 

.10 

.3511 

.0222 

2.45 

98.9702 

96.8502 

4.80 

99.9245 

99.5542 

.15 

.8384 

.0845 

2.50 

99.1283 

97.2237 

4.85 

99.9277 

99.5700 

.20 

1.4357 

.1903 

2.55 

99.2172 

97.4447 

4.90 

-99.9290 

99.5762 

.25 

2.1432 

.3483 

2.60 

99. 32-^8 

'/7.7304 

4.95 

99.9316 

99.5831 

.30 

2.9058 

.5629 

2.65 

99.3962 

97.9051 

5.00 

99.9337 

99.5984 

.35 

3.7375 

.8393 

2.70 

99.4464 

98.0372 

5.05 

99.9357 

99.6093 

.40 

4 .7328 

1.2173 

2.75 

99.5127 

98.2151 

5.10 

99.9390 

99.6258 

.45 

6.1073 

1.8188 

2.80 

99.5551 

•98.3291 

5.15 

99.9415 

99.6393 

.50 

8.2201 

2.8537 

2.85 

99.5867 

98.4178 

5.20 

99.9438 

99.6516 

.55 

11.6032 

4.6692 

2.90 

99.6240 

98.5226 

5.25 

99.9453 

99.6594 

.60 

15.3290 

6.7892 

2.95 

99.6515 

98.6021 

5.30 

99.9483 

99.6752 

.65 

20.5672 

10.1290 

3.00 

99.6742 

98.6709 

5.35 

99.9488 

99.6778 

.70 

25.9600 

13.7452 

3.05 

99.6888 

98.7150 

5.40 

99.9498 

99.8836 

.75 

32.3089 

18.2868 

3.10 

99.7116 

98.7817 

5.45 

99.9508 

99.6892 

.80 

37.5110 

22.2523 

3.15 

99.7288 

98:8358 

5.50 

99.9539 

99.7064 

.85 

42.9^/09 

26.6884 

3.20 

99. 742-7 

98.8809 

5.55 

99.9552 

99.7130 

.90 

48.2321 

31.2144 

3.25 

99.7614 

98.9448 

5.60 

99.9559 

99.7174 

.95 

53.1109 

35.7149 

3.30 

99.7825 

99.0090 

5.65 

99.9569 

99.7223 

1.00 

58.4036 

40.9066 

3.35 

99.7922 

99.0422 

5.70 

99.9584 

99.7318 

1.05 

62.9643 

45.6459 

3.40 

99.7995 

99.0666 

5.75 

99.9607 

99.7447 

1.10 

67.1858 

50.1850 

3.45 

99.8141 

99.1161 

5.80 

99.9623 

99.7537 

1.15 

70.6767 

54.0985 

3.50 

99.8211 

99.1404 

5.85 

99.9656 

99.7730 

1.20 

74.0989 

'58.1398 

3.55 

99.8308 

99.1747 

5.90 

99.9674 

99.7840 

1.25 

77.0678 

61.756c 

3.60 

99.8403 

99.2088 

5.95 

99.9684 

99.7903 

1.30 

79.9516 

65.5218 

3.65 

99.8457 

99.2272 

6.00 

99.9701 

99.8007 

1.35 

82.2534 

'68 .  5701 

3.70 

99.8511 

99.2463 

6.05 

99.9^712 

99. 8 069 

1.40 

84.5435 

71.7325 

3.75 

99.8575 

99.2701 

6.10 

99.9'722 

99.8131 

1.45 

8G.j6c^0 

74.3294 

3.80 

99.8616 

99.2854 

6.15 

99.9727 

99.8I61 

1.50 

87.9326 

.76.6547 

3.85 

99.8657 

99.3029 

6.20 

99.7734 

99.8210 

1.55 

89.12.10 

78.4667 

3.90 

99.8731 

99.3315 

6.25 

99.9753 

99.8315 

1.6)0 

90.4193 

-80.4994 

3.95 

99.8774 

99.3499 

6.30 

99.9758 

99.8349 

1.65 

91.6370 

^82.4738 

4.00 

99.8800 

99.3594 

6.35 

99.9763 

99.8380 

1.70 

92.44?7" 

'83.8454 

4.05 

99.8835 

99.3739 

6.40 

99.9775 

99.8468 

1.75 

93.2448 

.85.226)0 

4. 10 

99.8871 

99.3886 

6.45 

99.9780 

99.8504 

1.80 

93.9290 

86.4398 

4.15 

99.8949 

99.4207 

6.50 

99.9816 

99.8762 

1.85 

94 .  5674- 

.87.5957 

4.20 

99.8970 

99.4295 

6.55 

99.9831 

99.8855 

l.'X) 

95.1329 

88.6605 

4.25 

99.9000 

99.4429 

6.6;C) 

99.9848 

99.8964 

1.95 

95.7436 

^9.8715 

4.30 

99.9033 

99.4574 

6.65 

99.9851 

99.8978 

2.00 

96,2339 

90.8451 

^.35 

99.9058 

99.4689 

6.70 

99.9861 

99.9047 

2.05 

96.6383 

91.6662 

4.40 

99.9086 

99.4807 

6.75 

99.9871 

99.9118 

2.10 

97.i2?9 

92.^03 

4.45 

99.9091 

99.4831 

6.80 

99.9877 

99.9149 

Z.15 

97.49Z0 

93.4767 

4.50 

99.9122 

99.4965 

6.85 

99.9892 

99.9259 

2.20 

'//.8424 

94.2425 

4.55 

99.9142 

99.5052 

6.90 

99.989-7 

99.9290 

2.25 

98.1208 

94.8736 

4.60 

99.9155 

99.5113 

6.95 

99.9902 

99.9321 

Z.30 

98.3723 

95.4400 

4.65 

V9.9173 

99.51^/7 

7.00 

99.9917 

99.9429 

2.35 

9^.6285 

^>6.0:?69 

4.70 

99.9197 

99.5309 

*  Source:   National  Compensation  Insurance  Covmcil 
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Table  D-5 

Federal  Employee's  Compensation  Act 
Scheduled  Awards 


The  table  shows  the  niomber  of  weeks  of  compensation  payable  in  the 
event  an  employee  suffers  100  percent  functional  loss  or  dismemberment 
of  certain  body  members.   For  a  partial  loss  of  use  or  partial  dis- 
memberment, the  award  will  be  for  a  proportionate  number  of  weeks. 
These  payments  are  at  the  full  weekly  compensation  rate  and  are  in  addition 
to  any  payment  for  periods  of  temporary  disability. 

Weeks  of 
Anatomical  member  Compensation 

Arm 312 

Leg 288 

Hand   ,...,,,,,»,,»  ^  ,..,,...  ^  ^  ,  244 

Foot 205 

Eye 160 

Thixmb 75 

First  finger ^^ 

Great  toe 38 

Second  finger  30 

Third  finger 25 

Toe  (other  than  great  toe) 16 

Fourth  finger  15 

Complete  loss  of  hearing  (one  ear) 52 

Complete  loss  of  hearing  (both  ears) 200 

Source:   U.S.  Department  of  Labor,  Office  of  Federal  Employee  Compensation  (OFEC) 
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Table  D-6 

California 
Total  Disability  and  Fatal  Benefit  Changes 
to 
197  7  U.S.  House  Bill  2  0  58 
Effects  on  Workers '  Compensation  Rate 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1973 

Countrywide 

1976  California 

California 

Fraction  of 

Average  Incronced 

Perc.  Increased 

Wage 

Distribution 

Wage  Dist.  WRTO 

Benefit 

Benefits  Paid 

Benefit  TactorG 

Benefit  Factor 

SAWW  of  222.96 

Distribution 

Between  Values 

Applicable  to  perc. 

R 

B 

.67x(2) 

in  (3) 

in  Column  (-1) 

(4)x(5) 

.80 

.223 

$178.37 

S119.00 

.223 

1.00 

.223 

.80 

.223 

178.37 

119.00 

.045 

1.03 

.046 

.85 

.267 

189.52 

126.00 

.045 

1.11 

.050 

.90 

.312 

200.67 

137.00 

.045 

1.17 

.053 

.95 

.357 

211.82 

141.00 

.052 

1.22 

.063 

1.00 

.409 

222.96 

149.00 

.047 

1.28 

.060 

1.05 

.456 

234.12 

156.00 

.045 

1.34 

.060 

1.10 

.502 

245.27 

163.00 

.039 

1.40 

.055 

1.15 

.541 

256.42 

171.00 

.040 

1.47 

.059 

1.20 

.581 

267.59 

178.00 

.036 

1.53 

.055 

1.25 

.618 

278.72 

186.00 

.038 

1.59 

.060 

1.30 

.655 

289.87 

193.00 

.031 

1.C5 

.051 

1.35 

.686 

301.02 

200.00 

.032 

1.71 

.055 

1.40 

.717 

302.17 

208.00 

.026 

1.7C 

.046 

1.45 

.743 

232.32 

215.00 

.024 

1.C4 

.044 

1.50 

.767 

334.47 

223.00 

.018 

I.'JO 

.034 

1.55 

.785 

345.62 

230.00 

.020 

1.9V 

.039 

1.60 

.805 

356.77 

238.00 

.020 

2.03 

.041 

1.65 

.825 

367.92 

245.00 

.013 

2.09 

.027 

1.70 

.838 

379.07 

252.00 

.013 

2.15 

.028 

1.75 

.852 

390.22 

260.00 

.012 

2.21 

.027 

1.80 

.864 

401.37 

267.00 

.012 

2. 20 

.027 

1.85 

.876 

412.52 

275.00 

.011 

2.34- 

.026 

1.90 

.887 

423.67 

282.00 

.012 

2.40 

.029 

1.95 

.899 

434.82 

290.00 

.009 

2.47 

.022 

2.00 

.908 

445.97 

297.00 

.008 

2.53 

.020 

2.05 

.917 

457.12 

304.00 

.010 

2.59 

.026 

2.10 

;927 

468.27 

312.00 

.008 

2.66 

.021 

2.15 

.935 

477.42 

320.00 

.007 

2.72 

.019 

2.20 

.942 

490.57 

327.00 

.007 

2. 70 

.019 

2.25 

.949 

501.72 

334.00 

.005 

2.01 

.014 

2.30 

.954 

512.87 

342.00 

.006 

2.90 

.017 

2.35 

.960 

524.02 

349.00 

.005 

2.06 

.015 

2.40 

.965 

535.17 

356.00 

.004 

3.03 

.012 

2.45 

.969 

546.32 

364.00 

.003 

3.09 

.009 

2.50 

.972 

557.47 

371.00 

.002 

3.15 

.006 

2.55 

.974 

568.62 

379.00 

.003 

3.21 

.010 

2.60 

.977 

579.77 

386.00 

.002 

3.2B 

.007 

2.65 

.979 

590.92 

394.00 

.001 

3.34 

.003 

2.70 

.980 

602.07 

401.00 

.002 

3.40 

.007 

2.75 

.982 

613.22 

408.00 

.001 

3.46 

.003 

2.80 

.983 

624.37 

416.00 

.001 

3.53 

.  .004 

2.85 

.984 

635.52 

423.00 

.001 

3.i9 

.004 

2.90 

.985 

646.69 

431.00 

.001 

3.65 

.004 

2.95 

.986 

657.82 

430.00 

.014 

3.71 

.052 

^3.00 

.01^ 

i66«>.97 

'2.  446.00 

1.552 


Notes 


R  =  Ratio  to  Average  Weekly  Wage 

B  «=  Percentage  of  wages  or  benefits  received  by  the  percentage  of  workers  earning  or  receiving 
benefits  of  no  more  than  the  ratio  indicated  in  R. 

Column  (5)   =  Average  Increased  Benefit  Factors  are  the  average  benefits  for  the  interval  in 

119  where  119  is  the  percent 


Column  (4)  divided  by  119.00.  e.g.  1.03  =  ( 
maximum  weekly  benefit  for  California. 
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Table  D-7 

Fatal  and  Permanent  Total  Disability  Benefit  rrovlslon  (Excluding  Remarriage  Dowry) 
Valuation  of  California  Benefits  to  U.S.  House  2  0  58   LeVel 

Remarriage  before  age  60  decremented       

Absolute  Minimum  benefit  -  0,   Minlmua  benefit  "-   50%  AWW  Maximum  Benefit  -   200  »  Aww 

Benefits  payable  weekly,  approximation  on  continuous  annuity  are  assumed  to  start  in  the  middle  of  the  year 
and  escalated  by  CPI  index  on  anniversary. 

Benefits  escalated  annually  according  to  CPI  Index  J»     .08    v^-   ^=n■On • 

Present  value  calculated  at  Interest  race  1-  .055  • 


I 


(1) 
'io.   0 
eases 

f 

'(2) 
No.    of   do 
pendents 

- 

(3) 
pr3n(s) 
rec' Ing 
comp. 

(4) 
average 
age 

(5) 
annuity 
symbols 

(j 

=  .08)-(j=,00) 

(6) 
annuity 
values 
$1   per  wk 

Rate  of 
comp. 

(8) 
avcraf»,e 
wkly  wage 

Countrywide 

average  wkly 
benefit 

1976 

(10) 
Cost   Excluding 
remarriage 

''°"y(i)x(6)x( 

342 

1           ' 

widow 
alone 

50 

^60 

1503    -   589 

502 

25.83 

.  17n.S7 

53,318,142/ 

34.359.280 

155 

2 

wid.l   ch 

35,    10 

^10  'JS:  ^ 

380   -    273 

60X 

241.65 

174.73 

2,897,880/ 
7,393,700 

1  55 

1 

child 

10 

i'l/c-f 

41    -      39 

40% 

241.65 

J  55, 

1 

widow 

35 

a  '          .    - 

1854    -    322 

507. 

241.65 

170.57 

122. 82X    1.06 

40,503,552/ 

8.513.149 

'117" 

^       " 

wld.2ch 

35,10,10 

I0:io:j';:^ 

^vl>  0 

75% 

241.65 

159. 97x   1.06 

1  17 

2 

2  clillci 

10,    10 

^jr/w/r;,p 

-v^O 

55% 

241.55 

125.555'.    1.06 

1  17 

2 

wld,lch 

35,1c 

a'   ,      2-x 

^^0 

60% 

241.65 

133. 25X   1.06 

1  17 

1 

I   child 

10 

ai_    ^" 
10 -ii!  If:f 

-"V-  0 

40% 

241.65 

114. 30X   1.06 

si  17- 

I      -^ 

widow 

35 

a' 
/O-.ic-'plib 

2233    -1    605 

30% 

241.65 

33,733,300/ 

I?,fi3fi,n24.. 

'124 

4   r"^  rcre 

w,    3  ch"^ 

35,    10 
10,    10 

J 

^-^r 

75% 

241.65 

177.10 

124  i 

3    />'-      : 

2,    2  ch 

35,10,10 

10  Illl.lCiS:  ^ 

_^   0 

75% 

241.65 

177.10 

1 24 ; 

2       '?''■' 

w,    1   ch 

35,    10 

5 :_  cu 

v.^   0 

60% 

241.65 

133. 25x    1.06 

124  ■ 

2 

2   child 

ID,    10 

^^    0 

55% 

li^l.bl 

125. 55X   1-06 

124 

1    rhIV. 

in 

/i:jo:i'sl/ii:ij' 

>— ^   0 

40% 

241.65 

114.30 

124 

3  or  more 

3  ch. 

10.10.10 

a ', 

v_^     0 

55%-75% 

2M.65 

177.10 

124 

I 

widow 

35 

lolD'lt.^ 

k.^   0 

50% 

241.65 

122.82 

18 

orphan 

n 

\:P 

-^^  0 

40% 

241.65 

114.30 

• 

10 

■ 

2  orpha 

11.11 

^\\:tr.p 

-^^  0 

55% 

241.65 

125.55 

10 

1 

1   orpha 

11 

■^^   0 

40% 

241.65 

U4.30 

'  8 

3  or  more 

3  orph 

ri.n.ii 

^'firii^p 

'v  0 

70%-75Z 

241.65 

151.41-159.97 

8 

2     /v,= 

2  orph 

11.11 

II  |lMI:f 

-^  0 

55% 

241.65 

125.55 

«   8 

1                    J 

1   orph 

11 

^rrTTiln'f-' 

~^  0 

40% 

241.65 

114.30 

40 

parent 

61 

Ui 

1123-505 

25% 

241.65 

159.34 

3,938,885/ 
3,218,668 

'27 

' 

2   par. 

56  ,S(> 

^^£  -Sf, 

780-393 

40% 

•".1.65 

)  170.02 

1,776,539/ 
1,804,082 

,27 

I                   ^ 

1   par. 

56 

3       -^^ 
Sh\SC 

639-170 

25% 

241.65 

159.34 
151.88 

i, 017, 722/ 

731,371 

4 

sister 
or  bro. 

43 

Sj 

2452-691 

20% 

241.65 

1,069,843/ 
419,796 

'a 

2  or  more 

other 
dep. 

43.43 

^'Ti.-vi 

^^  0 

30% 

241.65 

113.47 

,11 

1  ivri'y.iX 

other 
dep. 

43 

a-  ^"; 

'^^  0 

20% 

241.65 

108.38 

1^    4/ 

2                    \ 

w  &    1   d 

50,43; 
50,61 

ai«.;Ki 

v_^    0 

70%-75% 

241.65 

151.41-159.97 

5(i) 

1   dep. 

43:    61 

a<rirk3 

—>    ■T'frltl 

c^  0 

20%- 2 5% 

241.65 

108.38-111.42 

5(iJ 

*■                     y 

w  Idow 

50 

1-^  0 

50% 

241.65 

122.82 

130 

0 

none 

•  0% 

241.65 

1000 

13y,2r.^',9b3/"' 
689.760,070 

=    2.02 

=    change/ 

present   total 

l^-ll 


(l-2.02)x(2.058)x  32,741,498 
-   203,493,364 
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3.   Methods  and  Assxjmptions  Used  to  Derive  Estimates 

a.   Estimates  of  the  Effect  of  Adopting  H.R.  2  0  58   Benefits.   There 

are  basically  two  major  changes  from  the  present  California  benefit  level 

to  that  specified  under  U.S.  House  of  Representatives  Bill  H.R.  2058.   They 

are: 

change  for  maximxim  weekly  benefits  from  $119  to  200  percent 
of  State  Average  Weekly  Wage  (SAWW) ; 

change  in  the  benefits  for  fatal  and  permanent  total  awards 
to  escalate  awards  by  a  factor  of  8  percent  per  year. 

The  major  assumptions  employed  in  costing  the  change  of  maximxam  weekly 

benefits  is  basically  that  the  distribution  of  benefits  received  for  fatal 

and  permanent  total  indemnity  incurred  losses  in  California  is  the  same  as 

the  distribution  of  wages  for  countrywide  experience  based  on  information 

collected  and  analyzed  by  the  National  Compensation  Insurance  Council  (NCIC) . 

The  data  used  are  as  follows: 

(i)    California  State  Average  Weekly  Wage — $222.76  Table  D-2 

(ii)   1973  NCIC  Countrywide  Wage  Distribution  Table  D-3 

(iii)  Present  Effective  Maximum  Wage 
3_ 
119  X  2 
$222.76  =  .80 

(iv)   Note  that  the  ratio  of  maximum  effective  wage  to  State 
Average  Weekly  Wage  (SAWW)  for  California  is  increased 
by  a  factor  of  3  to  produce  a  factor  of  2  x  SAWW  as  the 
maximum  weekly  benefit. 

(v)    The  increased  benefit  factors  are  calculated  as  the  ratio 

of  the  average  proposed  benefits  received  by  the  corresponding 
percentage  of  claimants  to  the  present  maximiom  weekly  benefit 
of  $119  in  California. 

(vi)  For  the  percentage  of  benefits  paid  under  $119,  no  change 
in  benefit  occurs.  Hence  the  increased  benefit  factor  is 
1.00. 


1/ 


1/  The  assumptions  underlying  the  analysis  and  the  conclusions  and  opinions 
deriving  therefrom  are  those  of  the  contractor  and  do  not  necessarily  represent 
the  conclusions  of  the  Task  Force  which  are  set  forth  in  the  report  of  the 
Interagency  Task  Force  on  Products  Liability. 
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(vii)   For  the  percentage  of  benefits  paid  over  the 
factor  of  2  X  SAWW  or  a  limit  factor  of  3,00, 
the  benefits  are  limited  to  2  x  SAWW.   The 
total  increased  benefit  factor  weighted  by  the 
benefit  distribution  is  the  factor  to  be  multi- 
plied by  the  total  indemnity  incurred  losses  for 
fatal  and  permanent  total  disability  using  the 
latest  policy  year  (1973)  California  Classifi- 
cation Experience.   (See  Table  D-1) 

Table  D-6  displays  the  actuarial  computations  based  on  these  assumptions 
used  to  estimate  the  effects  of  proposed  federal  Fatal  and  Total  Disability 
benefit  standards  on  workers'  compensation  rates  for  California. 

Table  D-7  displays  the  actuarial  computations  made  to  estimate  the 

effects  of  changes  in  the  escalation  of  fatal  and  permanent  total  disability 

annuities.   The  estimates  were  made  using  the  following  assumptions: 

(i)   remarriage  before  age  60,  decremented; 

(ii)   minimiam  benefit  of  50  percent  of  Average 
Weekly  Wage  (AWW) ; 

(iii)   Maximum  benefit  of  200  percent  of  Average 
Weekly  Wage  (AWW) 

(iv)   benefits  are  calculated  using  escalators  of 
0,00  versus  0.08  percent  per  annum; 

(v)   present  value  of  annuity  was  calculated  at 
a  rate  of  0.055  per  annum. 

b.   Estimates  of  the  Effect  of  Adopting  FECA  Scheduled  Award  Levels.   The 

Industry  Study  proposed  an  additional  benefit  change ,  beyond  the  scope  of 

H.R.  2  0  58  —  that  of  increasing  the  level  state  scheduled  awards  to  that 

specified  under  the  Federal  Employees  Compensation  Act  (FECA) .   As  indicated 

in  Table  D-8,  this  effect  was  accomplished  by  the  following  procedure. 

(i)   present  California  scheduled  awards  by  body  part 
were  converted  to  a  weeks  payable  basis  to  be 
comparable  with  the  FECA  schedule  from  Table  D-5; 

(ii)   the  estimated  number  of  accidents  resulting  in 
scheduled  awards  from  product-related  and  all 
other  agencies  was  derived  from  Table  D-4; 
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(iii)   a  benefit  increase  factor  was  derived  by 
determining  the  ration  of  the  aggregate 
average  weekly  benefits  for  California 
under  the  revised  FECA  schedule  of  awards 
to  those  currently  provided  in  California, 
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C,   Svuignary  of  Workers'  Compensation  Rate  Changes 

The  following  is  a  sionunary  of  basic  rate  changes  for  the  several 

proposed  benefit  changes  examined  by  the  Industry  Study. 

1.   Benefits  Changes  under  H,R.  2  0  5&  '-  Workers '  Compensation  Standards 
Act  of  1976 

(a)   Change  in  Maximum  Weekly  Benefits  from  $119  to  2  x  State  . 
Average  Weekly  Wage  (SAWW) 

(See  Column  (6)  Table  D-6  -  Total) 

,552  X  $32,741,498  =  $18,073,306  for  increased  fatal  and 
permanent  total  indemnity  losses 


Level  (1)   =  Total  Incurred  Losses  plus  change  due  to  maximxjm 
benefit  level  at  2  AWW 


Level  (0) 


Total  Incurred  Losses  as  Reported 
=  +1.03  or  3  percent 


$573,971,480 
$555,898,174 


(b)   Change  Due  to  Escalation  of  Annuities  Payable  to  Fatal  and 
Peinnanent  Total  Disability  Cases 

(See  Coliamn  (10)  Table  D-7) 


(1  +    2.02)    X    (1,552)    X   $32,741,498 


$153,230,211    -    32,741,498 
$120,488,713 


Level  (2)   =  Total  Incurred  Losses  Plus  Increment 
Level  (1)      on  Incurred  Losses  due  to  Escalation 

of  Annuities  at  Maximim  Benefit  of  2  AWW 
Total  Incurred  Losses  Plus  Change 
due  to  Maximum  Benefit  Level  of  2  AWW 


$676,386,887 
$573,971,480 


■   +1.18 
dr   18  percent 


Level  (2)      Total  Incurred  Losses  Plus  Increment 
Level  (0)   ~  on  Incurred  Losses  due  to  Escalation 
of  Annuities  at  Maximum  Benefit  of 

2  AWW 

Total  Incurred  Losses  as  Reported 


$676,386,887 
$555,898,174 


+1.22 
or  22  percent 
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2.        Changes  .in   Scheduled  Awards   to  Federal   Ejcr^^loyees  Compensation    CFECA) 

(See  Table   D-8,    Row   5) 

1  +  Average  Weekly  Benefit  x  (No.  of  Cases)  x  (FECA  Schedule  -   California 

Present  Schedule) 

Average  Weekly  Benefit  x  (No.  of  Cases)  x  (California  Present  Schedule 

=   1   +   259,271 


127,923 

=   1   +   2.03 

=   3.03 

Assuming  83  percent  of  Minor  Permanent  Partial  injuries  and  66  percent  of 

1/ 
Major  Permanent  Partial  injuries  are  scheduled  awards,    we  can  estimate 

Scheduled  Awards  indemnity  payments  based  on  California  incurred  losses  in 

Table  D-1  to  be:   (,66  x  $148,848,987  +  ,83  x  $132,190,103)  =   X 

X   =   $109,717,786 

1  +  X   X  2.03  ^   1   +   $222,727,105 

Total  Incurred  Losses  $555,898  17^" 

=   1.40  or  40  percent 

Product-Related  Loss  Impacts  on  Rate  Changes 

If  we  assiime  that  product-related  losses  are  28  percent  of  total 

workers'  compensation  losses,  as  indicated  in  Table  D-8,  Row  3,  the  contribution 

of  the  law  amendment  factors  under  H.R.  2  0  58  by  product-related  accidents 

can  be  calculated  as  follows: 

(a)    Product-Related  Loss  Increases  in  Fatal  and  Permanent  Total 
Disability  Benefits 

.28  X  $203,493,364 

=   $56,978,172 

Level  (2)      $612,876,346 
Level  (0)   "   $555,898,174 

=   1.10  or  +10  percent 


1/ 

Based  on  information  contained  in  1974  Rate  Filing  made  to  Commonwealth  of 
Massachusetts,  Department  of  Insurance  by  Massachusetts  Rating  Bureau. 


D-17 


(b)   Product-Related  Loss  Increases  in  Scheduled  Awards 
=   ,28  X  X  X   3.03 
=   $93,084,570 

=   1   +   .28  X   X   X   2.03 

Total  Incurred  Losses 

=   1   +   $  62,363,590 
$555,898,174 

=   1.112  or  +11.2  percent 
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